The Canadian Chartered Accountant 


OFFICIAL ORGAN OF 
THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 


Published monthly; subscription $3.00 per annum in advance; 
single copies thirty-five cents. Advertising rates sent on request. 
Articles submitted for publication will be read as promptly as 
possible, and either retained for use or else returned to the author. 
Opinions expressed in articles in The Canadian Chartered Ac- 
countant are not necessarily endorsed by the Association. 
Authorized as second class mail, Post Office Department, Ottawa. 


Publication Office 
10 Adelaide Street East, Toronto 
W. A. McKAGUE, Editor 


VoL. XLIX JULY 1946 IssuE No. 276 


THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 
Notice of Annual Meeting 


The forty-fourth annual meeting of The Dominion As- 
sociation of Chartered Accountants will be held in Montreal, 
P.Q., at the Windsor Hotel, on Tuesday to Thursday, Sep- 
tember 10 to 12, 1946, for the reception of reports and other 
business. 

The Council of the Association will meet on Monday, 
September 9, and on September 10 and 12. The Executive 
Committee will meet on Monday, September 9. General 
sessions of the members will be on September 11 and 12. 

Details are given in the draft program printed elsewhere 
in this issue. 

Notice has been received by the secretary of a proposed 
amendment to by-law No. 1 of the Association, to change 
the words “The Society of Chartered Accountants of the 
Province of Quebec” to read “The Institute of Chartered 
Accountants of Quebec”. 


C. F. ELDERKIN, W. A. McKAGUE, 
President. Secretary. 
Toronto, Ontario, July 2, 1946. 
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Editorial Comment 


In the midst of a widely advertised world 
Philosophy _ scarcity of food and clothing, towards the 
of Scarcity _ relief of which we are contributing from our 

stores, we are at the same time experiencing 
serious interferences with production. We have strikes 
which cut off workers and supplies, price ceilings which in 
some cases are claimed to prevent production, and taxes 
which at least discourage it. One can accept as desirable 
the satisfaction of our economic wants with the minimum 
of effort, but until we reach that balance it would appear 
more reasonable to concentrate on increase rather than on 
restriction, and at the same time benefit the worker, the 
employer and the consumer through the volume of output. 


The war ended about a year ago, and the shortages 
arising directly therefrom should by this time have been 
largely rectified. The food situation can be understood al- 
though, after in the past ignoring starvation in India and 
China, for us to undertake the feeding of the world would 
be an entirely new objective. In building materials, and a 
few basic commodities such as rubber and pepper, it is not 
surprising that the disturbances of the war have carried 
over thus far. But when there are continued shortages in 
paper and various other commodities which seem to have 
no relation to the necessitiés of the people, it is evident 
that our normal production is still lagging. 


Ever since gold redemption of currencies was gen- 
Future erally abandoned in the first world war, there 
of Gold has been uncertainty as to whether it would at 

any time regain its former status, or continue 
as a secondary consideration in domestic and international 
finance, or give way to purely paper currency regulated by 
other means. The trend of international negotiations, at 
Bretton Woods and elsewhere, has been to seek other de- 
vices for the broad regulation of international commerce, 
but to retain gold in a key position. This of itself repre- 
sents some decline in its status, and it is highly probable 
that, if the role of gold declines internationally, it will also 
have less importance as a backing for domestic currency. 
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EDITORIALS 


Against this trend, however, we are now witnessing 
what can happen to prices and wages when their levels 
cease to have regard for the amount of gold which may be 
available to justify them. The abandonment of gold is in 
any event hazardous, and governments must have the cour- 
age and the skill to maintain stability through other means. 
If prices and wages are allowed to run riot, and governments 
endeavour to keep pace with them through deficits and 
paper money, the public will quickly be forced to seek refuge 
in material goods. What we have now is a continuation of 
paper savings and paper money, but a shortage of things 
which they can buy. Unless this is quickly rectified, there 
is likely to be a demand for restoring emphasis on gold as 
the better stabilizer. 


Recently there has been talk about young scien- 
Scientific tists being attracted to the United States, and 
Personnel suggestions that we should pay them as much 

here as they can get across the line, but that 
is not practicable because the United States economy right 
along has been able to provide its citizens of all classes 
with a higher standard than has the Canadian economy. 
The United States national income per capita is higher, 
and buying power of the dollar usually has been higher, 
so that there has been a two way advantage—not great 
but at least enough for consideration—in earning and spend- 
ing in the United States as compared with Canada. At 
the same time the burden of government there has been 
relatively easier, and in recent years its ventures into social 
security have been more cautious. There is one notable 
excess, however, and that has been a tendency to accumu- 
late a federal debt—in the depression as well as in the war 
years—even more rapidly than we have done in Canada, 
but at the current low borrowing rates this has not yet 
strained its economy. 


In the matter of remuneration we can not favour one 
class without burdening others, and in the long range view 
of an economy all classes must be treated as equally im- 
portant. If we lag in respect to scientists, we also lag in 
respect to business ability, and skilled labour. While some 
chemists and engineers have seen fit to better themselves 
by moving, so also have some doctors, and accountants, and 


JULY 1946. 3 








THE CANADIAN CHARTERED ACCOUNTANT 


business men, and factory workers, to the extent of making 
Canadians quite a sprinkling in the populations of New 
York, Cleveland, Detroit and other centres, while French 
Canadian workers have penetrated en masse into the New 
England states. As long as the United States maintains 
the leadership that it has shown over the past century, it 
is not possible for us to overcome the drift of population. 
Instead, we should concentrate on doing the best possible 
job here. 


Since our last issue the Senate special committee 
Tax on the provisions and workings of the income and 
Matters excess profits tax acts has presented Part One of 
its report. In stressing in its recommendations 
the need for an independent board of appeal, and for closer 
definition or limitation of discretionary powers, the report 
follows closely the suggestions put forward by it in the 
brief submitted by The Dominion Association of Chartered 
Accountants, which was printed in our April issue. The 
Senate Committee’s report is published in this present issue. 
There was published in the June issue of The Canadian 
Chartered Accountant, and also circulated to members and 
others in pamphlet form, some recommendations of a broad- 
er nature, regarding double taxation of corporations, joint 
administration of Dominion and provincial taxes, and tax 
legislation and administration. This material was prepared 
by the Post-war Planning Committee of our Association. 
It is likely that the Dominion’s 1946 budget will be 
presented by the time this issue is in print. The tax amend- 
ments will be printed and distributed to members as early 
as possible. 


In this issue we print the text of the new act 
The New of the Quebec legislature by which The Society 
Quebec of Chartered Accountants of the Province of 
Act Quebec becomes The Institute of Chartered 

Accountants of Quebec and at the same time 
absorbs into its ranks a number who were members of other 
incorporated bodies. While it will be some time before the 
implications of this change will be digested, it is notable 
as the first step in Canada for a fully professional and 
licensing body of a type which has become fairly common 
in the United States. In Great Britain also there is a 
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movement towards linking up the several institutes there. 
The act will no doubt be read with interest by all our 
members, and merits careful study. 


Coming This issue contains the formal notice and also 
D.A.C.A. the draft program of The Dominion Association 
Annual of Chartered Accountants annual meeting to be 
Meeting held in Montreal in September. Hotel accommo- 

dation will be scattered, but apart from that it 

is felt that circumstances warrant a little more 
extensive meeting than was possible in the war years. 
There will be three half-day general sessions—one under 
the direction of our accounting research committee which 
will feature several current topics, one on the subject of 
aptitude tests which is of considerable interest at the pres- 
ent time and at which it is hoped the results of a Canadian 
survey may be presented, and one for the regular business 
of the Association. The Institute of Chartered Accountants 
of Quebec of course is in charge of the arrangements, and 
has an inviting social program under way. 
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The Dominion Association 
of Chartered Accountants 


Draft Program Annual Meeting 


Montreal, P.Q., September 9-12, 1946 


COUNCIL AND COMMITTEE MEETINGS 


10.00 a.m. 
2.00 p.m. 


9.30 a.m. 
9.30 a.m. 
12.30 p.m. 
2.00 p.m. 
12.30 p.m. 


4.30 p.m. 
5.00 p.m. 


Monday, September 9 
Executive Committee 
Council 
Tuesday, September 10 
Accounting Research Committee 
Education and Examinations Committee 
Quebec President’s Luncheon for Provincial 
Presidents and Ladies 
Council 
Wednesday, September 11 
Dominion President’s Luncheon for Council 
Thursday, September 12 
Council 
Executive Committee 


GENERAL SESSIONS AND SOCIAL FUNCTIONS 


Monday, September 9 


Social functions for wives of delegates 


9.00 a.m. 
8.00 p.m. 


10.00 a.m. 


12.30 p.m. 
2.00 p.m. 


10.00 a.m. 


12.30 p.m. 
2.00 p.m. 


7.00 p.m. 


A reply 


Tuesday, September 10 

Registration 
Reception and Dance 

Wednesday, September 11 
General session (Papers and discussion ar- 
ranged by Accounting Research Committee) 
Ladies’ Luncheon 
Golf, trips, etc. 

Thursday, September 12 
General session (Address on student selection 
followed by discussion) 
Men’s luncheon with speaker 
General session (President’s report and gen- 
eral business) 


Dinner and dance (Informal) 
card is being mailed to members and, owing to rigid 


limits on hotel accommodation, it is essential that all those who plan 
to come should return their cards as early as possible, not later 


than July 31. 


Confirmation of hotel accommodation will be sent in advance of 


the meeting. 
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Public Accounting As a Career 


Extracts reprinted by permission from a booklet published by The 
American Institute of Accountants. Copyright 1945 by 
The American Institute of Accountants 


_ choice of a career is vitally important. It can make 
a happy life or a dull one. It should never be left to 
chance. Since everyone can do some things better than 
others, he should choose a field of work where he can do 
the things he does well. In addition, some fields offer better 
opportunities than others at certain times. The wise man 
seeks not only a calling for which he is well fitted but also 
one that is not overcrowded, whose future does not lie 
behind it. The starting salary is unimportant. Where he 
can be in five or ten years is what the beginner should try 
to foresee. 

Vocational information is generally available today to 
all who seek it. Business and professional leaders as well 
as educators are deeply interested in helping men find the 
right work. They know only too well the tremendous waste 
that results from trial-and-error methods of fitting men to 
jobs, whereas everyone gains when round pegs are put into 
round holes. 

The responsibility of choice, however, rests upon the 
job-seeker himself. Vocational counsellors can only help 
him to help himself. He needs first of all to take stock of 


‘ his own abilities, by reviewing his school and college record, 


thinking about his hobbies, taking aptitude tests, seeking 
the candid opinion of people who know him—parents, 
teachers, friends. Then he should set himself to find out 
enough about various professions and callings to decide 
which one offers him the best opportunity. That he can 
do by reading books and pamphlets like this one and by 
talking with men and women who know different kinds 
of work. 


PUBLIC ACCOUNTING A FIELD TO CONSIDER 

Public accounting is a field well worth considering to- 
day. It gives opportunities both for professional distinction 
and for earnings fully equal to those offered in law, medi- 
cine, engineering or any other profession. What is more, 
the field is young and not yet crowded. The profession of 
public accounting does not offer “soft jobs.” It sets high 
standards of integrity and industry. But any man who 
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shows aptitude for it and who adds to the necessary tech- 


nical training the qualities of initiative, ability, and leader- 
ship will have unusual opportunities to win recognition. 
As he shows capacity to take on larger responsibilities he 
will find ample room to advance. 


Accounting a Major Factor in Business 


The work of accounting has been described as the me- 
dium by which management tells stockholders, employees, 
creditors, the government, and the general public how the 
funds entrusted to a business are safeguarded and used. 
It sets down in orderly fashion in books of account a re- 
liable record of all transactions. Then it interprets the 
record, revealing the financial condition of the business and 
the amount of gain or loss in a particular period of opera- 
tion. The importance of this two-fold function today be- 
comes clearly evident from even a slight acquaintance with 
the business world. ; 


When enterprises were small and their capital was 
furnished by the proprietors or owners, who were also the 
managers, the role of accounting was minor. It was then 
necessary only that the heads of a business should be able 
to satisfy themselves as to the financial results of their 
operations. At present, on the other hand, business is con- 
ducted largely by corporations, whose capital is supplied 
by stockholders and bondholders. Very few of these 
“owners” have any part in managing the enterprise in 
which they have invested their funds. To keep informed 
they must rely upon accounting reports, which must be 
not only accurate and complete but often very detailed. 
The transition from privately financed business to publicly 
financed business has given more and more prominence 
to accounting, which now has one of the major roles in 
business operation, along with production and selling. The 
transition has also brought the swift development of a new 
profession, that of public accounting. 


The Public Accountant 


The public accountant is a specialist in financial matters 
who offers his services to the public on a fee basis, much 
as do physicians and lawyers. Company records must be 
accurate and complete, and must be so presented as to give 
a comprehensive picture of the business. Investors and 
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creditors must have confidence in the records and the fair- 
ness of this picture. Their confidence is strengthened when 
financial records and statements are checked and analyzed 
by independent outside judgment. The public accountant 
renders this service. He has not only intimate knowledge 
of accounting techique but also familiarity with the prac- 
tices of other companies, and what is more important, an 
attitude of strict independence. He thus fills an indispens- 
able place in the business community, since he contributes 
something which every organization requires but which 
none can provide for itself. 


RANGE OF WORK 

The work of a public accountant may range from rou- 
tine checking of the simple records of an individual or a 
small firm to interpretation of the intricate affairs of a 
vast consolidated enterprise. His engagements may include 
not only the examination of accounting records as the basis 
for expressing his opinion of a company’s financial state- 
ments, but investigations to determine if payments were 
made in accordance with the provisions of a royalty agree- 
ment, or if costs were properly accumulated under the 
terms of a contract; the preparation of income tax returns 
or of protests against proposed assessments of additional 
income taxes; the installation of accounting systems; the 
study of historical and prospective earning power relative 
to the purchase or sale of a business; advice in connection 
with practically all forms of business decisions. There 
seems to be no limit to the types of financial problems 
which are presented to professional accountants by clients. 


RANGE OF CLIENTS 

Among these clients will be numbered primarily repre- 
sentatives of all forms of private business, such as manu- 
facturing, merchandising, mining, farming, banking, stock 
brokerage, insurance, transportation, and utilities. In addi- 
tion, there will be non-profit associations, such as clubs and 
hospitals; municipal and other governmental units; special 
legal entities, such as estates and trusts; individuals with 
problems involving taxes and other financial matters. In 
a large office all these types of clients may be represented. 
Even in the smaller office the clientele is likely to include 
a wide variety of situations and problems. Each engage- 
ment involves a different set of facts, with new problems 
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and presenting a new challenge. In no other business or 
profession, indeed, is the breadth of experience compar- 
able to that in public accounting. 


Demands of the Profession 


Work such as this calls for sound judgment and high 
integrity, as well as thorough training. Public accountants 
must have a technical education that fits them to pass judg- 
ment intelligently on the application of accounting prin- 
ciples to specific transactions. With the rapid growth of 
the corporate form of management, and the increasingly 
complex relationships between business and government, 
great responsibility has been placed upon the members of 
the profession in connection with questions of utilizing and 
administering resources, of taxation, of investment. The 
public accountant must develop ability to analyze compli- 
cated problems and find solutions. He must learn to 
discriminate between significant and insignificant details. 
He must be able to express the results of his analysis clearly 
in speech and writing. Since much of his work involves 
discussion with the leaders of the enterprises which he 
serves, he must be qualified to meet highly trained business 
executives on an equal basis. 


Most of all, the public accountant must be independent 
in thought and action. This is indeed his distinguishing 
characteristic. When he is asked to examine the records 
of a company, what is desired is his independent opinion 
as to the reliability and completeness of the financial state- 
ments prepared from these records. The Securities and 
Exchange Commission, which regulates security selling 
throughout the United States, requires a company wishing 
to offer securities to the public to file with the Commission 
financial statements that are accompanied by the opinion 
of an independent public accountant. Similarly, the New 
York Stock Exchange and other stock exchanges require 
each listed company to submit to its stockholders annual 
financial statements, with the opinion of an independent 
public accountant accompanying them. 


Rewards—Opportunities 


The level of compensation paid to men in the public 
accounting field is in proportion to these unusual respon- 
sibilities. It compares favorably with that in any of the 
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professions. Partners in firms of certified public account- 
ants frequently command incomes equal to those of leading 
business executives. The salaries of responsible assistants 
are substantial. Most public accounting firms are con- 
stantly watching for men on their staffs who are capable 
of taking on supervisory duties and one day becoming 
partners. 


BUILDING ONE’S OWN BUSINESS 

Moreover, opportunities are not limited to service with 
existing accounting firms. Conditions are definitely favor- 
able for a qualified young certified public accountant to 
open his own professional office, after a period of exper- 
ience with existing firms. The reason is that the unde- 
veloped field for the public accountant is very great. While 
the war has emphasized the importance of his service for 
enterprises of every type and size, it is doubtful if this 
service has been utilized as yet by more than one out of 
three among smaller concerns. This fact, that the unde- 
veloped field consists chiefly of smdller organizations, offers 
a distinct opportunity to the young practitioner opening 
his own office. He can get a start with small clients, whose 
work he can handle more easily than that of larger com- 
panies. Then, as the quality of his service wins attention, 
larger clients are attracted. 

Aside from financial rewards, the exercise of indepen- 
dent judgment (which the work of the public accountant 
involves) contributes greatly to the pride and satisfaction 
of the public accountant in his calling. 


OPENINGS IN OTHER FIELDS 

A point not to be overlooked, moreover, by a young man 
who is planning his future is this: experience in public 
accounting may also open the road to success in other 
realms of business activity. There is the wide field of 
private accounting, employment with an industrial or com- 
mercial company. Opportunities to enter this field, with 
the prospect of working up to the position of controller 
or treasurer, come more and more often to men in public 
accounting offices. In addition, the work of the public 
practitioner brings intimate knowledge, not only of the fin- 
ancial affairs and methods of administration of business 
organizations but also of their manufacturing, selling, and 
other operations. As a result, executive openings in other 
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departments often present themselves to the public ac- 
countant who has shown his capacity for analysis and his 
soundness of judgment. Indeed, since the executive who 
directs the destinies of a business must have the capacity 
to analyze its financial phases, there is now a tendency to 
select as heads of large enterprises men who have had a 
broad training in accounting. 


Back in August, 1937, even before the vast wartime 
vogue of aviation as a career, Walter P. Chrysler, head of 
the Chrysler Corporation, gave this shrewd advice to young 
men, with reference to aviation and accountancy as avenues 
to business success: 


“Aviation, as you say, is a developing industry, but 
from what I can hear, there are scores of youngsters 
after every job it has to offer. Why don’t you get your- 
self into a field that gives you a chance to discover all 
sorts of chances, in or out of aviation? You know this 
country is filled with developing industries. And there 
are lots of chances. You simply want to make yourself 
smart enough to recognize them before the other fellow 
does. If I were you, I’d qualify myself for accountancy. 
I’d become an accountant. Young accountants are sent 
around by their firms to audit the books of companies 
everywhere. They have a skill that makes them mighty 
valuable in business, indispensable. They often get 
chances to go to work for companies whose books they 
have audited.” 


General Conditions of Public Accounting Work 


The organization of an accountant’s office includes as a 
rule the principal, or the partners in the case of a firm, 
and a number of assistants known as staff accountants, 
perhaps two or three, perhaps many more. While there 
are many public accountants who practice individually, 
without assistants, undertaking relatively small engage- 
ments, a great part of the public accounting work today 
is done by firms, employing assistants whose number may 
run to several hundreds. Some public accounting firms, 
including large ones, have only one office and primarily a 
local practice. Other firms, having a nation-wide practice, 
maintain offices in principal cities throughout the country. 
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STRENUOUS BUT STIMULATING 


A man who is looking forward to an easy life when he 
leaves college, or who does not like to face new situations, 
should avoid the accounting profession. To achieve success 
requires, as in any profession, long periods of tedious work, 
constant alertness, continued study and research. In ad- 
dition, the staff accountant may find it necessary to work 
many hours overtime during certain periods of the year 
or to accept out-of-town assignments that may interfere 
with personal plans. He will not be doing the same work 
every day or be in the same place the year around. His 
working hours will not be from 9 to 5 each day with lunch 
from 12 to 1. Most of his work is performed in clients’ 
offices. He goes from one client to another and his duties 
are likely to involve traveling. His assignment may be 
only a few hours from his own office or it may be in a 
distant part of the United States or, for that matter, in a 
foreign country. 


Like all professional men, the public accountant is at 
the service of his clients. If unusual demands are made 
upon him, he endeavors to meet them, whatever the effort 
involved. His working hours, his location, and the nature 
of his work will vary widely. Arduous periods of overtime 
may be necessary. When there is some reason why an en- 
gagement must be completed on a certain date, regular 
hours mean no more to the public accountant than they 
do to the doctor attempting to limit the spread of an epi- 
demic or to alleviate the suffering of his patients. On oc- 
casion it may be imperative to work “around the clock” 
to get a report ready for a scheduled meeting. On the other 
hand, at times there will be a lapse of several hours or 
several days between assignments. It is the general prac- 
tice of accounting firms either to compensate staff members 
for extra time or to grant them additional vacation periods 
equivalent to the overtime worked. The traveling expenses 
of staff members are paid, of course, either by their firm 
or by the client. ; 


Even the junior accountant, however, senses instinc- 
tively his independent status as he engages in work at the 
office of a client. Heis not a mere clerk. He is looked upon 
as a member of a profession, already carrying professional 
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responsibilities. 
Personnel—Classification and Responsibilities 

Professional accountants are generally classified ac- 
cording to experience and responsibility as follows: 

Staff members: 

1. Junior accountant. 

2. Semi-senior or senior assistant accountant. 

3. Senior accountant. 

4. Supervisor, supervising senior, managing senior or 

manager. 
Principal or partner. 

There is no definite line of demarcation between the 
duties and responsibilities of staff members as advancement 
is made from one rank to the next, but for convenience 
their duties and potentialities may be summarized accord- 
ing to the classification given above. 

JUNIOR ACCOUNTANT 

The beginner with a technical background of aecounting 
knowledge requires about three years’ experience in the 
capacity of junior accountant, although some men progress 
more rapidly. During this period he works in close as- 
sociation with more experienced men. He usually accom- 
panies a senior accountant on an engagement and performs 
detailed work under the senior’s direction. In the early 
part of his training his work is minutely outlined for him; 
his success depends upon his ability to combine discrimina- 
tion with good workmanship. His duties are often of a 
routine and uninteresting nature, but personal familiarity 
with them is absolutely necessary as a foundation. This 
detailed routine work is an important element of the audit. 
The beginner must acquire a full appreciation of its sig- 
nificance before he is qualified to discharge more responsible 
duties and direct intelligently the work of other men. As 
the junior accountant progresses, he is given added oppor- 
tunity to exercise initiative, but throughout this early 
training stage his efforts are closely supervised. 
SEMI-SENIOR ACCOUNTANT 

Following the status of junior is that of a semi-senior 
accountant. On an engagement where several assistants 
are assigned the semi-senior, because of longer experience, 
performs the more responsible detail work. He conducts 
certain phases of more important engagements largely on 
his own initiative, although under the direction of a senior 
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accountant whom he may frequently consult. He also may 
be entrusted with small engagements under the general 
supervision of a more experienced man. At this stage in 
a staff member’s development the ability to exercise sound 
judgment and formulate constructive ideas becomes vital. 

At the end of his service as a semi-senior, which may 
extend over two years or more, the accountant has con- 
cluded what may be called his training period. He may 
now capitalize, in a variety of ways, the knowledge which 
he has gained. If he should prefer to leave professional 
accounting, his experience should enable him to qualify for 
employment, perhaps in a minor executive position, with 
an industrial, commercial, or governmental organization. 
If he prefers to remain in public accounting practice, he 
is now prepared to accept important responsibilities and to 
perform valuable service. 
SENIOR ACCOUNTANT 

When the semi-senior has obtained sufficient experience 
to conduct average-size engagements under the general 
direction of a supervisor or partner, he is designated as a 
senior accountant. While usually he will be in charge of 
only one engagement at a time, during the course of a 
year he may direct the work of ten to twenty engagements. 
He guides and reviews the work of his assistants, performs 
the more important audit work, discusses problems with 
the client’s officials, and writes the audit report. He grad- 
ually develops readiness and sureness in analyzing prob- 
lems without assistance, and carrying out in detail the gen- 
eral instructions given him. His progress as a senior ac- 
countant will be in proportion to his technical ability 
coupled with an aptitude for writing reports in clear, con- 
cise, and correct English and for developing pleasant and 
mutually satisfactory relations with other men. In dealing 
with clients and handling staff assistants he has constant 
opportunity to demonstrate executive powers. The respon- 
sibility placed upon him makes his work stimulating and 
attractive. He is now ready for a more important part in 
the organization and can look forward to advancement to 
the rank of supervisor, or if the firm which employs him 
is a small one, to a partnership. 
SUPERVISOR OR MANAGER 

A supervising accountant or manager directs the work 
of a number of senior accountants under the general direc- 


JuLy 1946. 15 


# 
i 
ta 
a 
i 
: 
a3 
at 
a 
: 











THE CANADIAN CHARTERED ACCOUNTANT 


tion of the members of the firm. Positions of this character 
in any office are of course relatively few, being dependent 
entirely on the size of the staff and the number of engage- 
ments handled. In a firm that enjoys a large practice, 
however, it is customary to have several supervisors or 
managers, whose function it is to oversee the work of the 
staff generally. The supervisor’s duties include consulta- 
tion with the client as to the services to be performed, 
planning the work of the particular engagement, keeping 
in close contact with the senior accountant and the client’s 
officials as to accounting or tax problems that may arise 
during the course of the engagement, making a final de- 
cision in cases when serious questions of the application 
of accounting principles develop. When the engagement 
is completed, the supervisor reviews in detail both the 
working papers and the report and discusses the final report 
with the client. He is available also for consultation with 
clients regarding accounting, tax, financial, and other busi- 
ness problems. A supervisor, in effect, acts as a liaison 
officer between the staff accountants and the partners, and 
is generally the first in line to receive an invitation to join 
the firm when the proper opportunity comes. 
PRINCIPAL OR PARTNER 

The duties of a principal or partner vary according to 
the size of the organization. He has general direction of 
the work of supervisors and may directly supervise and 
review the work of seniors on certain engagements. The 
partners or principals are responsible for negotiations with 
clients, general direction of the staff, decisions as to all 
matters of policy, and final approval of all reports rendered 
by the firm. They direct the executive functions of the 
organization and are responsible for its success. .... 

Requirements for Success in the Profession 

The qualifications looked for in young men seeking en- 
trance into the accounting profession fall into two distinct 
groups: first, those relating to personal characteristics and 
aptitudes and, second, those pertaining to technical ability 
and attainments. 
PERSONAL TRAITS 

The personal characteristics and aptitudes listed on the 
following page are in some measure necessary for attaining 
success in any capacity in the business world. In the field 
of public accounting they are indispensable: 
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High moral character. 

. Imagination, initiative, and perseverance. 

. Pleasing personality. 

. General cleanliness and smartness of appearance. 

. Self-assurance and willingness to accept responsi- 
bility. 

. Ability to talk and write effectively. 

. Tact in dealing with others. 

. Qualities of leadership. 

. Professional sense of service. 

Imagination, initiative, and perseverance have been 
given a prominent position in the above list because with- 
out those inherent traits a successful career in professional 
accounting is impossible. 


TECHNICAL BACKGROUND—PREPARATION 


In addition to the attributes mentioned above, the em- 
ploying accountant of today expects men to have a tech- 
nical background, a sound training in accounting and re- 
lated subjects. Obviously, this basic training will include 
first of all a thorough study of theory and practice of ac- 
counting, cost accounting, auditing. .... 

In addition, the future practitioner needs to have some 
knowledge of economics, finance, insurance, industrial or- 
ganization, and business practice. His training in English 
should be comprehensive and thorough, since his profes- 
sional duties require him to talk and write effectively. As 
a foundation, on which to build such a program of study 
and training, a broad college education which includes an 
understanding of the physical sciences, foreign languages, 
geography, history, and literature is most desirable. .... 

During the strenuous years of the nation’s war effort 
the public accounting profession has been under constant 
call from all branches of business and from many agencies 
of the government for services which no other group of 
citizens could render. In the postwar period, as a result 
of the record already made, the responsibilities of the pro- 
fession will in all probability become even greater. Young 
men of initiative, industry, high moral standards, mental 
keenness, and independence may find in this strong and 
rapidly growing profession the opportunity for valuable, 
interesting service, with commensurate rewards, for which 
they are seeking. 
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Quebec Accountants’ Act 


Following is the text of “An Act to Regulate the Prac- 
tice of Accountancy and Auditing” passed by the Quebec 
legislature and assented to April 17, 1946, on which date 
it came into force. 


Whereas it is expedient to regulate the practice of accountancy 
and auditing in the Province; 

Therefore, His Majesty, with the advice and consent of the Legis- 
lative Council and of the Legislative Assembly of Quebec, enacts as 
follows: 

1. The corporation constituted by the act, 43-44 Victoria, chapter 
88, the name of which was changed by the act 17 George V, chapter 
101 to “The Society of Chartered Accountants of the Province of 
Quebec” shall continue to exist and shall henceforth be known by 
the name of ‘The Institute of Chartered Accountants of Quebec”, in 
English, and “L’institut des comptables agréés de Québec”, in French, 
and its head office shall be in the city of Montreal. On the date of the 
coming into force of this act the members of the said corporation shall 
be the persons who are then members thereof and the persons who 
are made members thereof by section 14. 

The Institute may acquire any property, movable or immovable, 
by gift or legacy or by onerous title and hold, alienate and hypothecate 
the same, provided that any such acquisition of immovable property 
shall be subject to the provisions of the Mortmain Act (Revised 
Statutes, 1941, chapter 283). 

2. The objects of the Institute are to maintain the status and pro- 
mote the efficiency and usefulnes and regulate the discipline and pro- 
fessional conduct of its members and to afford opportunity for giving 
expression to their opinions upon all questions bearing upon or affect- 
ing their calling, and to provide or arrange for such training and 
examinations and prescribe such standards as may be thought expedi- 
ent to qualify for admission to membership in the Institute. 

3. The affairs, business and concerns of the Institute shall be 
managed by a council consisting of such officers and number of mem- 
bers of the Institute as may be determined from time to time by the 
by-laws of the Institute, which officers and members shall have such 
functions and duties and shall be elected or appointed at such inter- 
vals and in such manner as may be provided by the by-laws; vacancies 
which may occur in the council by death or otherwise may be filled 
by the council for the remainder of the term. 

4. The council may from time to time make, repeal and amend 
by-laws providing for the government of the Institute, the carrying 
out of its objects, the management and administration of its af- 
fairs in all things, the qualifications, admission, assessment, sus- 
pension and expulsion of its members, meetings of the Insti- 
tute and of the council and notice thereof and the quorum and pro- 
cedure in all things at such meetings, and the appointment of such 
committees as the council may deem necessary or desirable, each of 
which committees shall have and may exercise all such rights and 
powers as the council may delegate to it from time to time; but such 
by-laws, unless in the meantime confirmed at a general meeting of 
the Institute called for that purpose, shall have effect only until the 
next annual meeting of the Institute and in default of confirmation 


18 


+ oe Seocrn © OeSeais RRR 








QUEBEC ACCOUNTANTS’ ACT 


thereat shall, at and from that time only, cease to be in force. A 
copy of every by-law which is so confirmed shall be sent without delay 
to the Lieutenant-Governor in Council who may disallow it within 
the six months thereafter and any by-law so disallowed shall be null 
and void from and after the date when such disallowance is notified 
to the Institute. 

5. The amount to be paid by a member on his admission, the 
amount of the annual subscription and the amount of any assessment 
shall be those fixed from time to time by or pursuant to the by-laws 
of the Institute. 

6. No member or office-holder shall in any manner be liable to, 
or charged with, the payment of any debt or demand due by the 
Institute beyond the amount of his unpaid subscription or assessment. 

7. A general meeting of the Institute shall be held each year at 
such time and place, upon such notice and for such purposes as the 
by-laws of the Institute shall determine. In case any such annual 
general meeting is not held any officers or members of the council 
whose successors would have been elected. or appointed at such meeting 
shall remain in office until the next annual meeting or during such 
other period as may be provided for in the by-laws. 

8. 1. Every person who shall have fulfilled the requirements of 
section 20 of the Specialized Schools Act (Revised Statutes, 1941, 
chapter 63) or of section 1 of the act 8 George V, chapter 43, shall 
be admitted to membership in the Institute. 

2. Any person not under twenty-one years of age, who in the 
opinion of the council is a person of good moral character and habits 
and who has satisfied the preliminary requirements, passed the pre- 
scribed examinations and fulfilled the other conditions set ferth in 
the by-laws, rules and regulations of the Institute, shall be entitled 
to admission to the Institute. 

3. Before being permitted to write the examinations of the Insti- 
tute, candidates must have satisfied the requirements and fulfilled the 
conditions prescribed by the by-laws, rules and regulations of the Insti- 
tute relating to courses, examinations and service. Examinations of 
the Institute shall be held at least once in each year. 

Notwithstanding the foregoing provisions of this subsection, the 
following persons shall be permitted to write the final examination 
of the Institute,— 

a. (i) holders of the degree of Bachelor of Commerce of the Royal 
Institution for the Advancement of Learning (McGill University), and 
holders of the degree of Bachelor of Commercial Science of 1’Ecole des 
Hautes Etudes Commerciales de Montréal (affiliated with the Uni- 
versity of Montreal) or of l’Ecole Supérieure de Commerce de Québec 
(affiliated with Laval University) who have successfully completed 
the courses of study provided by such institutions leading to the final 
examination of the Institute and who have completed two years of 
service in an office approved by the council, such service to be in 
the office of a member of the Institute if possible, otherwise in such 
type of office and nature of work as may be prescribed by the by-laws, 
rules or regulations of the institute; 

(ii) holders of a degree conferred by any other university, college 
or school which degree is equivalent to the degre of Licentiate in 
Commercial Science of l’Ecole des Hautes Etudes Commerciales (affili- 
ated with the University of Montreal) or of l’Ecole Supérieure de 
Commerce de Québec (affiliated with Laval University), who have 
completed one year of service in an office approved by the council, 
such service to be in the office of a member of the Institute if possible, 
otherwise in such type of office and nature of work as may be pre- 
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scribed by the by-laws, rules or regulations of the Institute, if they 
have the permission of the council to write such examination, which 
permission may be granted or withheld in the discretion of the council; 


(iii) holders of a degree conferred by any other university, college 
or school which degree is equivalent to the degree referred to in para- 
graph @. (i) of this subsection, who have successfully completed the 
courses of study prescribed by the council and who have completed 
the required period of service stipulated in paragraph a. (i) of this 
subsection, if they have the permission of the council to write such 
examination, which permission may be granted or withheld in the 
discretion of the council; 

b. any holder of a license issued by the Institute which is in full 
force and effect who establishes to the satisfaction of the council that 
he has been in practice as a public accountant for a period of at least 
five years and whose application is recommended by three members 
of the Institute. 

Candidates for the final examination of the Institute shall be 
examined by a board composed of 

(i) two representatives appointed by the Royal Institution for the 
Advancement of Learning (McGill University), two by l’Ecole des 
Hautes Etudes Commerciales de Montréal (affiliated with the Uni- 
versity of Montreal) and two by 1l’Ecole Supérieure de Commerce de 
Québec (affiliated with Laval University), and 


(ii) the President of the Institute or his nominee and a number 
of members, appointed by the council, equal to the number of the 
said representatives so appointed; 
provided that the board shall never be composed of less than eight 
members and the council shall, from time to time, make from amongst 
the members of the Institute any appointment which may be necessary 
to maintain the board at that number. The decision of a majority 
of the board shall be the decision of the board. 

4. The Institute may, from time to time, make any arrangements 
or agreements with any universities, colleges or schools relating to 
courses or examinations for students. 

5. Any person who is a member in good standing of a corporation 
or association of chartered accountants whose standards of examina- 
tion and conditions of membership in the opinion of the council 
conform to the standards of examination and conditions of member- 
ship of the Institute, may, in the discretion of the council, be admitted 
to the Institute without examination, if his application is recommended 
by three members of the Institute and is approved by the vote of a 
majority of those members of the Institute who are present at a meet- 
ing of the Institute the notice of which states that such an application 
will be considered thereat. For the purposes of this subsection, an 
institute of chartered accountants of any other province of Canada 
shall be deemed to have standards of examination and conditions of 
membership conforming to the standards of examination and condi- 
tions of membership of the Institute. This provision shall apply only 
to the provinces of Canada granting the same prerogatives to mem- 
bers of the Institute, which members shall be Canadian citizens. 

6. Every member of the Institute shall be entitled to receive a 
certificate of membership, which shall be in such ferm as the council 
may determine from time to time and shall remain the property of 
the Institute. Whenever a person ceases to be a member of the 
Institute the certificate of membership held by him shall immediately 
be delivered to the Institute unless the council permits its retention. 


7. Any member of the Institute, provided he is not under any 
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liability to the Institute, may resign his membership by delivering a 
written resignation to the Institute. 

8. The council may, on complaint and after enquiry, suspend or 
expel members for misconduct or violation of the by-laws, rules or 
regulations of the Institute. For the purpose of any enquiry or in- 
vestigation the council shall have power to summon any person to 
appear before it and to require him to give evidence and to produce 
documents and may examine and hear such persons on oath admin- 
istered by a member of the council. Any person failing to comply 
with such a summons or requirement shall be liable to a fine of not 
more than $40. for each offence. 

9. The designation “Chartered Accountant”, in English, and 
“comptable agréé”, in French, and the initials “C.A.”, may be used 
only by members of the Institute or by firms of which each partner 
who is resident in the Province is a member of the Institute and of 
which every partner is a member of the Institute or a member of an 
institute of chartered accountants of another province of Canada; and 
no person, and no firm other than those mentioned in the proviso at 
the end of the first paragraph of subsection 1 of section 11, shall use 
any other designation, words or initials indicating that such person 
or firm is a public accountant or firm of public accountants or quali- 
fied to practise as such, provided, however, that any holder of a license 
issued by the Institute which is in full force and effect may use the 
designation “Registered Public Accountant”, in English, or “comptable 
public enregistré”, in French, without abbreviation or the use of any 
initials after his name, but such designation shall not be used by or 
in connection with a firm unless every partner thereof is either the 
holder of such a license which is in full force and effect or a member 
of the Institute. 

Whoever violates the provisions of this subsection shall be liable 
to a fine of not less than $100. nor more than $200. for the first 
offence, and of not less than $300. nor more than $500. for any sub- 
sequent offence. 


9. Unless otherwise provided by the by-laws, the members present 
at any meeting of the Institute or of the council shall constitute a 
quorum and the majority of such members shall be competent to do 
all acts which may be done at such meeting. 


10. The council may use or apply the assets of the Institute, 
whether derived from contributions by members or otherwise acquired, 
for any purpose or object deemed by it to be conducive to the welfare 
of the Institute, and, without limiting the generality of the foregoing, 
for the purpose of assisting any necessitous members of the Institute 
and any widows, children or other dependent kindred of deceased 
members of the Institute, provided, however, that the amount of assets 
to be used or applied for the last-mentioned purpose shall, in each 
case, be subject to the approval of the Institute in general meeting. 
The council may provide for the administration and disposition by a 
trustee or trustees, upon such terms and conditions as the council 
may from time to time determine, of any assets of the Institute which 
have been appropriated to or are to be used for any particular purpose, 
and every such trustee shall have and may exercise such powers and 
discretion in dealing with such assets as may be conferred upon him 
from time to time by the council. 


11. 1. From and after the ist day of January, 1947 no person 
shall practise as or usurp the functions of a public accountant or in 
any way represent himself or any firm of which he is a partner to be, 
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or act in such manner as to lead to the belief that he or it is, a public 
accountant or firm of public accountants, unless he is: 

a. a member of the Institute, or 

b. the holder of a license issued by the Institute which is in full 
force and effect, or 


c. a member of an institute or association of public accountants 
incorporated prior to the coming into force of this act by or under 
the authority of the legislature of any other province of Canada in 
which the persons mentioned in paragraphs a. and b. of this subsection 
are permitted to practise as public accountants; 


provided, however, that nothing in this act shall affect the right of any 
firm of public accountants which has been established in practice in 
the Province for a period of at least one year immediately prior to 
the date of the coming into force of this act and of which at least one 
partner is resident in Canada and all the partners resident in Canada 
are members of the Institute or members of an institute or association 
of public accountants incorporated prior to the coming into force 
of this act by or under the authority of the legislature of any other 
province of Canada, to continue in practice as public accountants in 
the Province. 


Whoever violates the provisions of this subsection shall be liable 
to a fine of not less than $100. nor more than $200. for the first offence, 
and of not less than $300. nor more than $500. for any subsequent 
offence. 


2. Any person who on the date of the coming into force of this 
act is resident in the Province and is practising as a public accountant 
as his principal means of livelihood, but who is not a member of the 
Institute and does not become a member thereof under the provisions 
of section 14, may within one hundred and twenty days after the 
last mentioned date apply in writing to the Institute for a license to 
practise in the Province as a public accountant. Each application 
shall be considered by a board of five members of the Institute appoint- 
ed by the council, one of whom shall be on the staff of the Royal 
Institution for the Advancement of Learning (McGill University), 
one on the staff of l’Ecole des Hautes Etudes Commerciales de Mont- 
réal (affiliated with the University of Montreal) and one on the staff 
of l’Ecole Supérieure de Commerce de Québec (affiliated with Laval 
University); provided that if and whenever a member from any of 
the said staffs is not available the council may appoint a substitute 
from among the members of the Institute. The license must be issued 
by the Institute if the applicant establishes to the satisfaction of such 
board that on the date of the coming into force of this act he resided 
in the Province and his principal means of livelihood was practising 
as a public accountant, and upon payment to the Institute of a fee 
of $10. 

Any person who on the date of the coming into force of this act 
is serving in His Majesty’s forces or has been discharged therefrom 
since the outbreak of the war which began in 1939 may, within the 
two years following the date of his discharge from such forces or the 
date of the coming into force of this act whichever date is the later, 
apply in writing to the Institute for a license to practise in the 
Province as a public accountant. Each application shall be considered 
by the aforesaid board and the license shall be issued by the Institute 
if the applicant establishes to the satisfaction of the said board that 
immediately before joining His Majesty’s forces he resided in the 
Province and his principal means of livelihood was practising as a 
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public accountant, and upon payment to the Institute of a fee of 
$10. ‘ 

The Institute shall keep a register of the persons to whom it 
issued such licenses, and every such person shall on or before May 
31st in each year deliver to the Institute a written statement of his 
address and such other information as the Institute may require. 

The council may make applicable to holders of such a license all 
or any bylaws, rules and regulations of the Institute relating to the 
conduct and discipline of members of the Institute mutatis mutandis. 

Any such license may be suspended or cancelled by the council 
if the holder thereof fails to furnish information as hereinbefore in 
this subsection provided or, on complaint and after enquiry, for 
misconduct or violation of by-laws, rules or regulations made applicable 
to holders of such a license as provided in the preceding paragraph. 
For the purpose of such an enquiry the council shall have the same 
powers as provided by subsection 8 of section 8, and any person fail- 
ing to comply with a summons or requirement of the council shall 
be liable to a fine of not more than $40. for each offence. 

12, Any fine provided for by this act may be recovered by prosecu- 
tion in a summary way under the Quebec Summary Convictions Act 
(Revised Statutes, 1941, chapter 29). Any such prosecution may be 
taken within the six months following the commission of the offence. 

There shall be an appeal under Part II of the Quebec Summary 
Convictions Act from the judgment rendered on any such prosecution. 

In default of immediate payment of the fine and costs, the party 
condemned shall be imprisoned for three months. Such imprisonment 
shall cease, however, upon payment of the fine and costs. 

All fines imposed by virtue of this act shall belong to the Institute 
and shall be paid over to it by the officer who collects them. 

13. For the purposes of this act the words “public accountant” 
shall mean a person who engages for remuneration in the art or 
science of accountancy or in the auditing of books or accounts and 
offers his services to the public, but shall not include a person who 
acts exclusively as a book-keeper whether or not he offers his services 
as such to the public. 

14, Every person who on the date ef the coming into force of this 
act. ‘ 

a. is a member in good standing of the Corporation of Public 
Accountants of the Province of Quebec or of the Institute of Account- 
ants and Auditors of the Province of Quebec, or 

b. is a certificated member in good standing of the General 
Accountants Association, incorporated by the act of the Parliament 
of Canada 3-4 George V, chapter 116, and resides in the province and 
establishes to the satisfaction of the board referred to in subsection 2 
of section 11 that on the 1st day of January, 1946 and on the date of 
the coming into force of this act he was a certificated member of 
the General Accountants Association and resided in the province 
and his principal means of livelihood was practising as a public ac- 
countant or in the employ of the Government of the Province or the 
Federal Government, 
shall ipso facto become a member of The Institute of Chartered Ac- 
countants of Quebec. The members referred to in paragraph a. of 
this section shall not be required to pay the fee usually payable with 
respect to admission to the Institute. 

15. Any person who on the date of the coming into force of this 
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act is a certificated member in good standing of the General Account- 
ants Association, incorporated by the act of the Parliament of Canada 
3-4 George V, chapter 116 and resides in the Province and does not 
become a member of the Institute under the provisions of section 14, 
may, at any time, obtain from the Institute a license to practise in 
the Province as a public accountant, upon written demand made to 
the Institute representing that on the date of the coming into force 
of this act he was a certificated member in good standing of the 
General Accountants Association and resided in the Province and 
that he intends to reside in the Province and practise therein as a 
public accountant as his principal means of livelihood. 

Such person shall be admitted as a member of the Institute upon 
a simple written demand made to it and upon payment of the usual 
admission fee, if such person establishes that he resides in the Province 
and that for a period of one year his principal means of livelihood has 
been public accountancy. 

For the purposes of section 14, paragraph b, and of this section, 
service outside the Province in His Majesty’s forces or the exercise 
of a public function relating to the war which began in 1939, is equiv- 
alent to the necessary residence in this Province. 

16. Any person who on the Ist day of January, 1946 resided in 
the Province and was practising therein as a public accountant as his 
principal means of livelihood, and who establishes to the council 
that he is the holder of a degree of Licentiate in Commercial Science 
of l’Ecole des Hautes Etudes Commerciales de Montréal (affiliated 
with the University of Montreal) and that he has been practising in 
the Province as a public accountant as his principal means of liveli- 
hood for a period of at least two years and that he is a person of 
good moral character and habits shall, upon written application made 
within one hundred and twenty days after the coming into force of 
this act, be admitted to membership in the Institute upon paying the 
fee usually payable with respect to admission. If, however, at the 
date of the coming into force of this act, such a person has been 
practising as aforesaid for a period of less than two years, he may 
nevertheless make application for membership within the aforesaid 
delay and his application shall be considered when he has completed 
two years of practice as aforesaid. 

17. The acts 43-44 Victoria, chapter 88, 60 Victoria, chapter 87, 
17 George V, chapter 101, 4 George VI, chapter 126 and 6 George VI, 
chapter 105 are repealed. ' 

However, such repeal shall not have any retroactive effect and 
shall not affect the assets or liabilities of the Institute or any rights 
acquired or matter, thing, act, operation, proceeding, agreement, 
decision, order, resolution, rule, regulation or by-law done, taken, made 
or commenced under or by virtue of the acts so repealed or any of 
them, all of which shall continue to be regulated by such acts until 
altered, replaced or repealed under or by virtue of this act; and, 
without limiting the generality of the foregoing, the by-laws, rules 
and regulations of the Institute in force at the date of the coming 
into force of this act shall remain in effect until amended, replaced 
or repealed, and the officers and members of the council of the 
Institute in office on the said date shall continue in office until replaced. 

18. Section 20 of the Specialized Schools Act (Revised Statutes, 
1941, chapter 63) is replaced by the following: 

“20. A diploma of Licentiate in the Science of Accountancy issued 
as hereinafter set forth by l’Ecole des Hautes Etudes Commerciales 
de Montréal, affiliated with the University of Montreal, or by l’Ecole 
Supérieure de Commerce de Québec, affiliated with Laval University, 
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to their respective students, shall confer on the holder, any law to 
the contrary notwithstanding, the right of membership, without exam- 
ination, in The Institute of Chartered Accountants of Quebec, after 
payment of the ordinary fees and contributions. 

Before the diploma is issued it must be established that the student 
is of the full age of twenty-one years and has successfully followed, 
for three years, the courses prescribed by the said l’Ecole des Hautes 
Etudes Commerciales de Montréal or by the said l’Ecole Supérieure 
de Commerce de Québec, that he has had, either before or after his 
examination, one year of service in the office of a public accountant 
who is a member of The Institute of Chartered Accountants of Quebec, 
if possible, otherwise, in the accounting service of an industrial, 
commercial or financial establishment or of an appropriate government 
department, and. that he has successfully passed the final examination 
before a special jury for each of the said two schools composed of 
the director and three professors of the school and three members 
of the said Institute. 

It shall be the duty of the said Institute to appoint its representa- 
tives on the jury by a resolution which it shall transmit to the director 
of the school as soon as he shall have notified it one month in advance 
by registered letter of the place, date and hour of the examination. 


The assent of four members of such jury shall be necessary to 
admit the student. Nevertheless, upon failure by the Institute to 
appoint its representatives, the assent of three members of the jury 
shall suffice to admit the student. 

The diploma of Licentiate in the Science of Accountancy shall be 
signed by the Rector of the University of Montreal or of Laval Uni- 
versity and countersigned by the director of the school and by the 
Secretary of the University of Montreal or of Laval University.” 

19. Section 1 of the act 8 George V, chapter 43 is replaced by 
the following: ' 

“1, A diploma of Licentiate in Accountancy of the Royal Institu- 
tion for the Advancement of Learning (McGill University) granted in 
the way hereinafter indicated confers on its holder, notwithstanding 
any law to the contrary, the right to become a member of The Insti- 
tute of Chartered Accountants of Quebec, without examination, after 
payment of the usual fees and contributions. 

Before the diploma is granted it must be established that the 
student is of the full age of twenty-one years, that he has successfully 
followed, for at least three years, the courses prescribed by the School 
of Commerce of McGill University, that he has had, either before 
or after his examination, one year of service in the office of a public 
accountant who is a member of The Institute of Chartered Accountants 
of Quebec, if possible, otherwise in the accounting service of an indus- 
trial, commercial or financial establishment or of an appropriate 
government department, and that he has successfully passed the final 
examination before a jury composed of the director and three mem- 
bers of the teaching staff of the above-mentioned School of Commerce 
and three members of the said Institute. 

It shall be the duty of the said Institute to appoint its representa- 
tives on the jury by a resolution which it shall transmit to the 
director of the school as soon as he shall have notified it one month 
in advance by registered letter of the place, date and hour of the 
examination. 

The assent of four members of the jury shall be necessary to admit 
the student. If, however, the Institute fails to appoint its representa- 
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tives, the assent of three members of the jury shall suffice to admit 
the student. \ 

The diploma of Licentiate in Accountancy granted by the school 
shall be signed by the Principal of McGill University and counter- 
signed by the director of the school and by the Registrar of the 
University.” 

20. Notwithstanding the foregoing provisions of this act, any per- 
son who has fulfilled the conditions prescribed by the Royal Institution 
for the Advancement of Learning (McGill University), l’Ecole des 
Hautes Etudes Commerciales de Montréal (affiliated with the Univer- 
sity of Montreal) or l’Ecole Supérieure de Commerce de Québec (affili- 
ated with Laval University) to qualify for the examination for the 
degree of Licentiate in Accountancy or Licentiate in the Science of 
Accountancy, may elect to write the final examination of the Institute 
instead of the examination prescribed by section 1 of the act 8 
George V, chapter 43 or section 20 of the Specialized Schools Act 
(Revised Statutes, 1941, chapter 63), but shall not be admitted to 
membership in the Institute until he has completed one year of service 
as prescribed by the said section 1 or the said section 20, as the case 
may be. \ 

21. After the coming into force of this act the Corporation of 
Public Accountants of the Province of Quebec and the Institute of 
Accountants and Auditors of the Province of Quebec shall respectively 
wind up their affairs and pay their creditors and make such disposition 
of any surplus assets as they may determine, and with effect from 
the 1st day of August, 1946 each of the said corporations shall be 
dissolved. The acts 10 George V, chapter 118, chapter 222 of the 
Revised Statutes, 1925, 17 George V, chapter 61 and 3 George V, chapter 
94 are repealed with effect from the last-mentioned date. 


22. Nothing in this act shall preclude a fellow or certificated 
member of the Cost and Management Institute, incorporated by the 
act 5 George VI, chapter 95 from practising exclusively as a cost or 
industrial accountant within the ordinary meaning of the terms “cost 
accountant” and “industrial accountant” or from designating himself 
as a cost accountant or industrial accountant. 


23. Nothing in this act shall prevent a member of “The Inter- 
national Society of Commerce Limited”, who has resided since the 
1st of January 1942 in the Province of Quebec and who has practised 
as an accountant, from continuing to do se, and such member may 
use the title of A.P.A. (Accredited Public Accountant in English and 
Auditeur Public Accrédité in French), for purposes of public account- 
ancy, and he may retain the right to use the same title and the same 
initials in the execution of his functions. 


Nothing in this act shall prevent a member of The International 
Accountants’ and Executives’ Corporation of Canada, who has resided 
for at least three years in the Province of Quebec and who has prac- 
tised as a public accountant, from continuing to practise as a public 
accountant and from affixing the following distinctive letters to his 
name: F.A.E. This provision shall apply only to those who were 
practising as members of The International Accountants’ and Execu- 
ao Corporation of Canada at the time of the coming into force of 

is act. 


24. Notwithstanding the provisions of this act, sections 78 and 79 
of the Quebec Municipal Commission Act (Revised Statutes, 1941, 
chapter 207) shall continue to remain in force. 


Accountants and auditors in the employ of the Government of 
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the Province, in the exercise of their functions, shall not be subject 
to the requirements of this act. 

25. This act shall not apply to the ordinary business of farmers, 
of settlers, of fishermen, nor to cooperatives and cooperative syndicates 
formed under the laws of the Province, and nothing in this act shall 
affect the rights and prerogatives of notaries in the exercise of their 
functions. 

26. Any person who on the date of the coming into force of this 
act resides in the Province and is practising therein as a public account- 
ant as his principal means of livelihood, and has been so practising 
for a period of at least five years immediately prior to the last- 
mentioned date, but who is not a member of the Institute and does 
not become a member thereof under the provisions of sections 14, 15 
or 16, may within one hundred and twenty days after the last-men- 
tioned date apply in writing to the Institute for admission to member- 
ship therein. ‘ 

Every such application shall be considered by a board composed 
of three members, one appointed by the Royal Institution for the 
Advancement of Learning (McGill University), one by l’Ecole des 
Hautes Etudes Commerciales de Montréal (affiliated with the Univer- 
sity of Montreal) and one by l’Ecole Supérieure de Commerce de 
Québec (affiliated with Laval University). If the applicant establishes 
to the satisfaction of the said board that he meets the aforesaid re- 
quirements as to residence and practice and that, by reason of his 
training, practical experience, character and habits, he is qualified 
for admission to the Institute, he shall be admitted on the recom- 
mendation of the board and upon payment of the fee usually payable 
with respect to admission. All such applications shall be dealt with 
by the said board before the 1st day of January, 1947. 

In the case of a person who, being a Canadian subject, is serving 
in His Majesty’s forces on the date of the coming into force of this 
act, service outside the Province shall be deemed to be residence in 
the Province for the purposes of this section. In the case of such a 
person, the board may derogate from the foregoing provisions of this 
section as to the time when the required practice must have taken 
place, the time within which the application must be made after 
the applicant’s resumption of practice, and the time thereafter within 
which the application shall be dealt with by the board. In the case 
of a person who, being a Canadian subject, served in His Majesty’s 
forces during the war which began in 1939, the board may derogate 
from the foregoing provisions of this section as to the time when 
the required practice must have taken place. 

The said board shall have power to summon any person to appear 
before it and to require him to give evidence and to produce docu- 
ments and may examine and hear such persons on oath administered 
by a member of the board. Any person failing to comply with such 
a summons or requirement shall be liable to a fine of not more than 
$40. for each offence. 

27. This act shall come into force on the day of its sanction. 
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Senate Tax Committee Report 


SPower G is the text of Part One of the report of the 
Senate special committee on taxation. The committee 
was appointed last autumn “to examine into the provisions 
and workings of the Income War Tax Act and The Excess 
Profits Tax Act, 1940, and to formulate recommendations 
for the improvement, clarification and simplification of the 
methods of assessment, collection of taxes thereunder and 
the provisions of the said acts by redrafting them, if neces- 
sary, and to report thereon.” In submitting it to the Sen- 
ate on May 29, Hon. W. D. Euler, chairman of the commit- 
tee, explained the subdivision of the report as follows: 
“What is before us now is Part One of the final report. 
There will be two other parts. I do not intend to go into 
the details of these, but perhaps some other members of 
the committee may desire to do so. Generally speaking, 
one is intended to meet the criticism that the present Act is 
very obscure, uncertain and out of date, and that it no 
longer reflects the practices of modern business. The other 
will deal with details of the administration—the making 
of assessments, and the low salaries of the departmental 
staff, which have caused many of the officials to go to more 
remunerative positions outside.” 


On October 31, 1945, a special committee of the Senate was con- 
stituted with the purpose, as expressed in its terms of reference, “of 
examining into the provisions and workings of the Income War Tax 
Act and The Excess Profits Tax Act, 1940, and to formulate recom- 
mendations for the improvement, clarification and simplification of 
the methods of assessment and collection of taxes thereunder.” 

On November 15, 1945, the terms of reference were amended by 
the addition of the following words after the word “thereunder”... 
“And the provisions of the said acts by redrafting them, if necessary”. 

Since its inception on October 31, 1945, your committee has heard 
briefs from the following organizations and individuals: 

C. Fraser Elliott, K.C., C.M.G., Deputy Minister of National Rev- 

enue for Taxation; 

Canadian Federation of Agriculture; 

Trades and Labour Congress of Canada; 

National Life Insurance Company; 

Senator A. N. McLean; 

Income Taxpayers’ Association; 

D. A. McGibbon; 

Canadian Federation of Labour; 

Edmonton Chamber of Commerce; 

Canadian Manufacturers’ Association; 

Dominion Association of Chartered Accountants; 

Canadian Bar Association; 

Montreal Stock Exchange and Montreal Curb Market; 
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Joint Stock Insurance Companies; 

Canadian Chamber of Commerce; 

Toronto Board of Trade; 

Certified Public Accountants Association of Ontario; 

Canadian Electrical Association; 

Senator John T. Haig; 

Regina Board of Trade; 

Canadian Federation of Insurance Agents; 

Confederation Canadienne et Catholique du Travail; 

Montreal Chamber of Commerce. 

In the main these briefs dealt with those aspects of the Dominion 
tax system which impose hardship as being in the opinion of their 
proponents, inimical to a healthy economic development of this coun- 
try and to certain rights of the individual. Some of the briefs have 
suggested remedies or alternative courses of action which might be 
taken by the government to remove the objects of criticism. 

Having considered the objections, criticisms and remedies stressed 
by the various organizations heard, it has been thought fit to prepare 
a report embodying certain conclusions and setting forth certain pos- 
sible courses of action which might commend themselves as suitable 
means of reaching a number of the objectives for which your com- 
mittee was set up. 

Before considering hypothetical suggestions relating to any re- 
organization of the tax administration or a redraft of the law itself, 
it is necessary to consider briefly the factors in the field of Dominion 
taxation which appear to underly the criticisms voiced by the wit- 
nesses. Briefly, public dissatisfaction appears to concern itself with 
three broad general heads. 

1. There is dissatisfaction with the appeal procedure as now found 
in the Income War Tax Act and with the lack of facilities afforded 
taxpayers to have cases decided rapidly and objectively. Co-existing 
with this feeling is the more technical and less widely held objection 
to the use of ministerial or administrative discretion and to the abso- 
lute authority of the administration in many matters of substantive 
importance. 

As exemplifying the widespread discretionary jurisdiction now 
granted to the Minister of National Revenue, representations have 
been made which categorize the fields of administrative and minis- 
terial discretion under the following heads:— 

A. Administrative and punitive powers; 

B. Powers which make the minister the judge of reasonableness 
or equity; 

C. Powers which constitute the minister the judge of the facts; 

D. Powers to grant or refuse exemptions and allowances; 

E. Power to approve a pension fund or plan. 

For a detailed analysis of the number and degree of discretionary 
powers accorded to the Minister of National Revenue, see appendix A. 

2. Secondly, a portion of the criticism which has been received 
deals with the phraseology of the statute itself. There appears to be 
a growing feeling among economists, lawyers and accountants through- 
out Canada that the language of the present Dominion Income War 
Tax Act is no longer capable of permitting the legislation to fill its 
proper place in the vastly changed economic structure of the country 
in the face of concepts of profit and necessary expenditures which now 
exist when compared with those whose presence helped to shape the 
original statute in 1917. 

3. The third head under which criticism falls is that pertaining 
to the administrative framework of the taxation division itself. Most 
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of those objections are directed to the low salaries paid, delays within 
the department, in assessing and the disposition of individual cases, 
and to the inability of the public to obtain the various inter-office 
administrative directives that are issued to the district offices by the 
deputy minister at frequent intervals. 

It is our proposal, therefore, that the report be submitted in three 
parts, each part dealing with remedies applicable to the three main 
phases of the criticisms received. While this part of the report will 
be chiefly confined to the criticisms and proposed remedies relating 
to appeal procedure and the exercise of ministerial discretion, it is 
felt by your committee that certain of the suggestions and recom- 
mendations made with respect to matters which properly fall into 
categories 2 and 3 above are of such prime importance that they 
should be noted briefly at this stage. As much as possible, the sug- 
gested solutions are drawn from the briefs presented to us. In a 
substantial measure, however, the contents of this report also neces- 
sarily reflect the conclusions of the committee. 

Almost without exception the witnesses who appeared before your 
Committee urgently advocated a complete revision of the taxing stat- 
ute to the end that not only may clarity and coherence be achieved 
but that its provisions be brought into conformity with modern busi- 
ness practice. With this suggestion your committee is in complete 
accord. 

Specific examples cited as illustrative of this need are the present 
limitative forms of sections 6(1)(a@) and 16 of the Income War Tax 
Act. It is suggested that section 6(1)(a@) be amended to conform with 
modern accounting practice. While your committee does not put for- 
ward at this time a concrete suggestion in legislative form, it is sug- 
gested that the general principles underlying the proposal which was 
made by Lord Macmillan who presided over the Income Tax Codifi- 
cation Committee appointed in 1926 in England be given serious con- 
sideration. This recommendation reads as follows:— 

The amount of the profits of a business shall be computed in 
accordance with the ordinary commercial principles applicable to 
the computation of the profits of that business. 

Moreover, at the present time, there would appear to be no provision 
in the Income War Tax Act which would allow the taxpayer as a 
matter of right to maintain his accounts and report his profits on an 
accrual basis. While the taxing authorities have in most cases recog- 
nized this to be a practical necessity for the efficient conduct of modern 
business, it is recommended that the statute be amended to give clear 
statutory authority for such practice. 

It is also recommended that section 16 should be so amended as 
to clearly define a liability which shall be certain and subject to 
accurate computation arising out of certain alterations in corporate 
capital structure already referred to in that section. For example, 
a measure of the liability might be the monetary gain to shareholders 
occasioned by any capital reorganization or share split which increased 
their potential equity participation in existing earned surplus rather 
than by the present ambiguous form of the section which imposes a 
charge whose severity lies in the interpretation placed upon the facts 
by departmental officials. 

The continued presence in the statute of section 32A has been 
sharply criticized on the grounds that it has created grave uncer- 
tainty among taxpayers as to their liability to tax and accordingly 
your committee recommends that the section should be wholly elim- 
inated from the statute. 

A further criticism repeatedly voiced by witnesses appearing before 
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your committee was related to the question of an allowance for de 
preciation. At the present time, depreciation is referred to under 
section 6(1)() where it is expressly prohibited as a deduction save 
as to such amount as the Minister in his discretion may allow. It is 
recommended that depreciation be recognized as a charge against 
profits to which every taxpayer is entitled as of right and that the 
Income War Tax Act be amended accordingly. 

Another recurring complaint in the representations made to your 
committee was that directed to the delay which many taxpayers ex- 
perience in obtaining their assessments. Instances were cited where 
as many as five years had elapsed before assessment notices issued. 
While it is recognized that there are situations where such delays 
might well be unavoidable, it is recommended that the period within 
which the department must issue a notice of assessment be reason- 
ably limited by statutory provision. Closely allied with the criti- 
cism directed at these delays is the suggestion that interest charges 
which are now contained in the taxing statutes with respect to under- 
payment of taxes should be imposed for a period of two years only, 
unless before the expiration of that period an interim notice of assess- 
ment has been mailed to the taxpayer. 

Upon the mailing of the notice of assessment within the two year 
period, it is felt that interest should continue to be assessed on any 
underpayment until the tax is paid in full; or if mailed after the two 
year period the liability to interest on such underpayment should 
revive until payment of the amount finally determined to be due. 
It is further felt that the present rate of interest is too high and that 
it should be lowered to 4 per cent, at simple interest, a recommen- 
dation which your committee endorses. 

One further matter which may be mentioned at this point is 
that dealing with the deduction of tax at the source. It is felt that 
this system has met with the endorsation of taxpayers in general 
throughout the country and should be maintained as a permanent 
policy in the administration of the act. 

Appeals 

In order that the suggestions and recommendations of your com- 
mittee in regard to appeals may be fully appreciated, a summary of 
the chronological steps involved in the appeal procedure, as presently 
provided in the statute, is here outlined. 

(a) The taxpayer estimates his income, files a return and pays tax 
thereon. 

(bo) An assessment notice is forwarded to the taxpayer over the 
signature of the deputy minister which shows any arrears in the tax 
estimated or confirms the amount which has been paid. 

(c) If the taxpayer wishes to contest the assessment before the 
Exchequer Court or to preserve his legal rights of resource thereto 
while discussing the assessment on its merits with departmental of- 
ficials, he must file a notice of appeal with the Minister of National 
Revenue within one month after the date of mailing of the notice of 
assessment. This notice of appeal sets out all the facts involved and 
contains a full statement of the reasons upon which the taxpayer 
intends to rely. If the notices of appeal or dissatisfaction are not 
filed within the time stipulated by the statute, the taxpayer is barred 
from further action and the assessment becomes valid and binding, 
notwithstanding any error, defect or omission therein. 

(d) The taxpayer may and usually does discuss the assessment 
with departmental officials in the district office and at Ottawa in an 
informal way. In the event that a satisfactory solution is not found, 
the taxpayer may continue with his appeal. 
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(e) Following the mailing of the notice of appeal, the minister 
issues his decision which is a formal document based on a review of 
the assessment. The decision may either affirm or amend the assess- 
ment. 

(f) Within one month from the date of mailing of the minister’s 
decision the taxpayer must send by registered mail a notice of dis- 
satisfaction. This notice must state all further facts, statutory pro- 
visions and reasons which the taxpayer intends to submit to the 
court in support of the appeal and which were not included in the 
notice of appeal. 

(g) Within one month after the mailing of the notice of dis- 
satisfaction, the taxpayer is required to give security for costs in 
a sum of not less than $400.00. 

(h) In the light of all the facts and reasons submitted the min- 
ister sends a reply to the taxpayer and the issues are joined. 

(1) Within two months from the date of mailing the reply, the 
minister is required to transmit to the Exchequer Court, all the docu- 
ments set out above and any other material which may affect the dis- 
position of the appeal. 

While pleadings are the general rule in practice, technically the 
Exchequer Court Act appears to permit of trial without pleadings and 
thus necessitates a court order that pleadings be filed if they are de- 
sired. Consent must, therefore, be obtained to the order for pleadings. 

Generally speaking, the rules of practice before the Exchequer 
Court are elastic and, provided that both sides are given adequate 
opportunity to object, it would seem that application may be made 
to the court for the extension or varying of specific rules according 
to the extenuating circumstances present in any particular case. 

From the decision of the Exchequer Court, an appeal lies to the 
Supreme Court of Canada if the amount in dispute is in excess of 
$500.00. A further appeal lies to the Judicial Committee of the Privy 
Council, but it should be noted that this is not an appeal as of right, 
special leave to appeal being required from that body. 


Effective Remedies upon Appeal 

Since the appeal from the Assessment may, as already indicated 
eventually find itself a cause in issue before the Exchequer Court, it 
becomes important to consider the jurisdiction of this court as granted 
to it in matters of income taxation by section 66 of the Income War 
Tax Act. 

Section 66 reads as follows: Subject to the provisions of this Act, 
the Exchequer Court shall have exclusive jurisdiction to hear and de- 
termine all questions that may arise in connection with any assess- 
ment made under this Act and in delivering judgment may make 
any order as to payment of any tax, interest or penalty or as to costs 
as to the said Court may seem right and proper. 

An ancillary power of the court in connection with the disposi- 
tion of an appeal by a taxpayer is found in ss. (2) where it is stated 
that .... The court may refer the matter back to the minister for 
further consideration. 

It will be noted from the above that under the express language 
of the statute an appeal is stated to be from an assessment only. 
This has been confirmed on a number of occasions by the Exchequer 
Court of Canada and the inference is clear that there is no direct 
appeal from the exercise of the minister’s discretion per se. The 
only method by which a taxpayer can attack or even question the 
exercise of ministerial discretion under the law as presently con- 
stituted is by means of taking an appeal to the Exchequer Court and 
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urging that the court consider the exercise of discretion as one of the 
factors in the assessment which is appealed against. 

The practical effect of such an appeal involving discretion may be 
judged by the fact that the leading decisions of the courts in Canada 
and the United Kingdom in this connection disclose that a Court may 
only interfere with the exercise of a discretionary power where it 
appears that 

1. The discretion has not really been exercised. 

2. It has not been exercised honestly and fairly. 

3. The person exercising the discretion was influenced by extran- 
eous and irrelevant facts. 

4. The decision was based on principles incorrect in law. Im- 
portant Canadian cases in this connection are: Pioneer Laundry and 
Dry Cleaners Limited v. Minister of National Revenue (1940) A.C. 
127; Pioneer Laundry and Dry Cleaners Limited v. Minister of Na- 
tional Revenue (1942) Canada Tax Cases 201; The King v. Noxzema 
Chemical Company of Canada Limited (1942) Canada Tax Cases 21; 
Nicholson v. Minister of National Revenue (1945) Canada Tax Cases 
263, and Wrights’ Canadian Ropes Limited v. Minister of National 
Revenue (1945) Canada Tax Cases 177; (1946) Canada Tax Cases 73. 

Accordingly, it is now well established in law that, if the court 
determines, by applying the canons of the proper exercise of minis- 
terial discretion, that such discretion has not been properly used, 
it may only state that the assessment has been erroneously or wrongly 
levied and refer the matter back to the Minister of National Revenue 
under subsection (2) of section 65. In no case may the court adjudi- 
cate upon or substitute its own opinion for the discretionary opinion 
of the minister. If the element of discretionary consideration in the 
assessment has satisfied all the tests of legal propriety as above set 
forth then, assuming the assessment to be otherwise in order, the 
court may not interfere in any way with the conclusions of the min- 
ister or the issue of the assessment, If however, discretion has been 
improperly exercised in the light of the established legal principles 
all that the court may do is to refer the assessment back to the min- 
ister to be considered again. 

Thus, under the present statute and the case law, there does not 
appear to be an instance where the court can review the actual sub- 
stance of the Minister’s discretion, even if improperly exercised, or 
substitute its opinion for the minister’s, if it so desires, 

Suggested Remedies 

Your committee has been greatly impressed by the urgency of the 
criticism directed at the appeal provisions as presently existing in the 
taxing statutes and the lack of an independent tribunal to which 
the taxpayer may appeal in the first instance when dissatisfied with 
his assessment. The effective bar to a successful appeal to the Ex- 
chequer Court of Canada under the present law in cases where the 
taxpayer is dissatisfied with the exercise of discretionary powers has 
already been pointed out. 


The Deputy Minister of National Revenue for Taxation, who in 
the initial hearings of the committee gave evidence touching on 
various aspects of the administration of the taxing statutes, appeared 
again at the request of the committee after the other witnesses had 
been heard and presented his views as to the advisability of estab- 
lishing a board of tax appeals. In this connection, he expressed him- 
self as being in favour of establishing a board which would operate 
as a court of first instance to hear appeals from assessments on 
questions of law only. Insofar as appeals from assessments which 
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originated from the exercise of ministerial or administrative discre- 
tion were concerned, however, he indicated that he was not in favour 
of superimposing an appeal board to consider or review the exercise 
of discretion as to its substance. He indicated, however, that it 
might be possible to establish a committee which would act in an 
advisory capacity to the minister and to which the taxpayer 
or the Minister might refer questions arising from the exercise of 
discretion for consideration and advice. This committee, he thought, 
would function in a somewhat similar manner to the board of ref- 
erees as described in Section 13 of the Excess Profits Tax Act, 1940, 
but should not be independent of the Minister of National Revenue. 


It was suggested by the deputy minister that should a matter of 
discretion arise with which the taxpayer was dissatisfied, he might 
apply to the minister to have the application of the discretionary 
power reviewed by this advisory body and that the taxpayer should be 
permitted to make all necessary representations thereto. Mr. Elliott 
indicated, however, that the findings of the board or committee should, 
in essence be advisory only and that should the Minister of National 
Revenue desire to adhere to a conclusion differing with the findings 
of the board, no further review or appeal should be provided but 
that, as is the case under the presently enacted legislation, the de- 
cision of the minister in respect thereto should be final and conclusive. 

Your committee has given consideration to these submissions of 
the deputy minister and has concluded that they represent a direct 
conflict of opinion with the suggestion advanced by other witnesses in 
briefs and examinations, with which suggestions your committee agrees 
in principle as will be hereafter shown. 


Board of Tax Appeals 

As a result of the consideration and study of the appeal procedure 
and tax court suggestions made to your committee by all the wit- 
nesses during the aforementioned hearings, and benefiting from as- 
sistance provided in the briefs submitted, it is recommended that the 
following principles be adhered to as conditions precedent to any 
solution that may be reached in this phase of the problem. 

The first important consideration which appeared repeatedly 
throughout the hearings and which is felt to be a fundamental prin- 
ciple in this connection is that the board of tax appeals, when estab- 
lished in whatever form considered desirable, should be entirely di- 
vorced from and independent of the control of that department of 
government which is charged with the levying and collecting of taxes. 

The second consideration which is equally important is that the 
administering officials of the department which levies and collects the 
taxes be not accorded any authority relating to the exercise of admin- 
istrative or ministerial discretion, the levying of assessments, or the 
imposition of penalties which is not subject to the immediate, effec- 
tive and conclusive jurisdiction of an independent tribunal. It is 
felt that this jurisdiction should relate not only to the formal pro- 
ceedings and departmental directives but to the underlying considera- 
tions of fact which enter into the exercise of such authority by the 
Minister of National Revenue and his administering officials. 

With these two cardinal principles in mind, your committee recom- 
mends that there be constituted a board of tax appeals either by a 
separate statute of the Dominion parliament or by some appropriate 
amendment to the taxing statutes. It is felt desirable that this board 
should bear such a name as that of “Board of Tax Appeals for Canada” 
and that it should have the authority and jurisdiction in matters of 
fact and of law of a court of record. 
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It is further recommended that, in addition to having the judicial 
powers of a court record, such board be also empowered to dispose of 
questions arising on matters of fact which may enter into a determin- 
ation of the law relating to the proper construction of the aforemen- 
tioned statutes, and, moreover, that it have full power to hear and 
determine any appeal made by a taxpayer from an assessment under 
the act. In this connection it is also recommended that the board 
should, for the purposes of entertaining and disposing of appeals from 
assessments have the statutory authority to exercise all the powers 
and discretions of whatever nature as may now be vested in the 
Minister of National Revenue under any of the provisions of the 
Income War Tax Act or the Excess Profits Tax Act, 1940, or any such 
powers as may be imported inta them at any subsequent time by 
legislative or administrative authority. 

It is recommended that the board should be composed of not less 
than 7 members. There should be sufficient authority in the statute 
setting up the board to increase the total number where circumstances 
make it desirable. In the opinion of your committee, the chairman, 
deputy chairman and one other member of the board should be quali- 
fied legal practitioners of any province of Canada with at least ten 
years’ standing. Two additional members, it is felt should be profes- 
sional accountants of at least ten years’ standing and that the re- 
maining members be representatives of the taxpaying community. At 
least two of the members so appointed should be bilingual. It is 
further recommended that in order to ensure the appointment of 
experienced and properly qualified men, provision should be made for 
the payment of adequate salaries commensurate with the positions 
created. It is suggested that the members of the board be appointed 
for a term of 10 years and that they should be eligible for reappoint- 
ment. 


It is recommended that the board be established at Ottawa but 
that it be given full authority to travel and to hold sittings at any 
place in the Dominion of Canada as circumstances may demand. At 
any hearing of the board, a quorum of three should be required to be 
presided over by either the chairman or the deputy chairman. 


The board of tax appeals as here contemplated would thus take 
its place as a court of first instance below the. Exchequer Court of 
Canada. 


Instead of a taxpayer receiving, as is now the case, a notice of 
assessment after his return has been filed and the appropriate audit- 
ing on the part of the departmental officials has been effected, it is 
recommended that the Minister of National Revenue issue to each 
taxpayer at that point in the proceedings, a document entitled a “No- 
tice of Intention to Assess.” This “Notice of Intention to Assess” 
should, like the notice of assessment under the present statute, verify 
or alter the amount of the tax as estimated and reported by the tax- 
payer in his return. It is recommended that the taxing authorities 
be required to issue such notice to every taxpayer within two years 
from the date of mailing of his income tax return. Following the 
issue of such “Notice of Intention to Assess,” provision should be 
made that the taxpayer have 30 days from the date of mailing of such 
notice within which to lodge a “Notice of Objection” with the Minister, 
should he be of the opinion that the amount of tax to which the 
“Notice of Intention to Assess” indicates him to be liable is exces- 
sive or for any reason unwarranted. 

The notice of objection should be in writing and should set out 
in detail the grounds upon which it is based. Service of such notice 
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should be effected by mailing the same by registered post addressed 
to the Minister of National Revenue at Ottawa. 

Upon receipt of the said “Notice of Objection,” the Minister of 
National Revenue should duly consider it and, within 60 days from 
the date of mailing thereof, forward by registered post to the ob- 
jecting taxpayer a formal notice of assessment either affirming or 
amending the notice of intention to assess. 

If the objector, after receipt of the said notice of assessment, is 
dissatisfied therewith it should be provided that he may, within 30 
days from the date of the mailing of such notice of assessment for- 
ward, addressed to the Minister by registered mail, a formal notice 
of appeal to the board of tax appeals which should set out any ad- 
ditional facts, statutory provisions or other information upon which 
he wishes to rely and which were not included in the original notice 
of objection. 

It is recommended that within 15 days from the date of mailing 
of the notice of appeal, the minister be required either to allow the 
appeal or to refer it to the board of tax appeals notifying the ap- 
pellant taxpayer accordingly. In the event that the appeal is referred 
to the board, the following documents should be forwarded by the 
minister to the registrar of the board: 

A. The income tax return of the appellant, if any, for the period 

under review. 

B. The notice of intention to assess. 

C. The notice of assessment. 

D. The notice of appeal. 

E. All other documents and papers relative to the assessment 

under appeal. 

It is recommended that the appellant be required to furnish se- 
curity for costs to the satisfaction of the board in a sum of not more 
than $10.00 when the amount in dispute is less than $200.00 and not 
more than $25.00 when the amount in issue is in excess of $200.00. 
The matter should then be deemed to be an issue before the said board 
ready for hearing provided however that if it be deemed advisable 
by the board or a member thereof that pleadings be filed an order 
may issue directing the parties to file pleadings. 

Within 15 days from the receipt by the board of all the aforemen- 
tioned documents and papers relative to the assessment, the board 
should notify the Minister of National Revenue and the appellant of 
a date for hearing. After the appeal has been set down for hearing, 
as above provided, any fact or statutory provision not set out in the 
said notice of objection or notice of appeal may be pleaded or referred 
to in such manner and upon such terms as the Board or any member 
thereof may direct. Either party to the appeal might appear in 
person or by his agent. All hearings of the board should be held in 
camera, unless the parties otherwise agree. 

Rules of procedure relating to the conduct of the hearings should 
be those as may be issued from time to time by the board of tax ap- 
peals. 

Following the hearing and consideration of the appeal by the 
Board, it is recommended that the decision and the reasons in support 
of it should be given in writing and made public and that copies be 
forwarded to the Minister of National Revenue and to the appellant. 
Such decision would be conclusive in its determination of the issue 
before the board and binding on both parties. 

It is recommended that provision should be made for an appeal 
from the decision of the board of tax appeals to the Exchequer Court 
of Canada similar to the presently existing right of appeal to that 
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court from the decision of the Minister. Accordingly, if either the 
Minister of National Revenue or the taxpayer is dissatisfied with the 
decision of the board of tax appeals, an appeal would lie from its de- 
cision to the Exchequer Court. The party launching such an appeal 
should be required, within 30 days of the date of mailing of the 
board’s decision, to file a notice of appeal with the registrar of the 
board who would thereupon transmit the record of the proceedings 
to the Exchequer Court. For a specific suggestion as to the form 
which the legislation may take in setting up the board of tax appeals 
see appendix B. 

It is felt by your committee that if a board of tax appeals is 
established as indicated above, three principal objections raised by 
the majority of witnesses, as already described, will be suitably met. 

1. The taxpayer will be provided with a speedy and inexpensive 
tribunal to which he may take all disputes arising from assessments 
including questions of fact, of law, and of the exercise of ministerial 
or administrative discretion, and he will be assured of an impartial 
and considered adjudication in the course of which the board may 
substitute its opinion on all matters for that of the Minister of National 
Revenue, or of any administrative tribunal whose decision has entered 
into the making of the assessment. 

2. By the fact that the decision of the board will have considered 
and, if necessary, varied or confirmed the exercise of discretionary 
power, the flexibility of the statute will remain unimpaired since the 
necessity to remove entirely the discretionary authority now contained 
therein will be somewhat modified while the administering official act- 
ing for the Minister of National Revenue will be afforded guides of 
increasing usefulness as a body of jurisprudence is established relating 
to the proper exercise of such discretion in a variety of instances. 

3. The accumulation of a body of precedent through publication of 
the decisions and their supporting reasons of the board of tax appeals, 
which decisions will in many cases inevitably be the result of con- 
testations arising out of the application of departmental directives 
and rulings, will tend to diminish the force of and the need for such 
rulings within the department. In addition thereto, this body of pre- 
cedent will assist in the clarification of many sections of the taxing 
statutes now obscure for want of official interpretation and will in 
turn diminish to some extent the need to redraft portions of the 
statutes since those sections, which are now charged with ambiguity 
by the public and administering officials, will perforce obtain certainty, 
if not clarity, from the application to them of the decisions of the 
board. 

The whole respectfully submitted. 

W. D. EULER, 
Chairman. 


APPENDIX “A” 


DISCRETION OF THE MINISTER 
Sections of Income War Taz Act 


2(1) (i) 7TA(1) (b) (ii) 41(1) 
2(1) (8s) (ii) 7TA(1) 42 
3(2) 8(1) 43 
3(4) 8 (2A) 44 
3(6) 8 (2B) 45 
4(1) (i) 8(3) 46 
4(1) (k) 8(5) 46A 
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4(1) (m) 8(9) 47 
4(1) (0) 8(11) 55 
4(1) (r) 9A (b) 59 
5(1) (a) 9B(1) 74(1) 
5(1) (b) 9B(7) 75(1) and (2) 
5(1) (ff) 9B(11) 76A(1) and (2) 
5(1) (8) 10(2) and (3) 77(3) and (4) 
5(1) (J) 11(2) 82 
5(1) (Kk) 11(5) 84(3) 
5(1) (m) 13(1) and (2) 88(5) 
5(1) (p) 21(3) 88(7) 
5(1) (8s) 23 89(1) (2) and (4) 
5(1) (u) 23A 90(3) 
6(1) (d) 23B 90(4) (x) 
6(1) (i) 26 90(5) 
6(1) (k) 27A 90(6) 
6(1) (n) 31(1) 92(2) 
6(1) (0) 32(1) 92(8) 
6(2) 32B 92(12) (b) 
6(3) 36(3) Rule 6, S, 1, 1st Sch. 
6(4) 39(2) (B) Rule 7, S, 2, 1st Sch. 
6(5) 39(5) 
39A (3) 
40 


Sections of the Excess Profits Tax Act 


2(1) (da) 5(5) 

2(1) (bh) 6(1) (b) 
2(1) (i) 6(2) (bd) 
3(1) 6(2) (c) 
4(1) (a), (b) amd (ec) 7(1) (b) 
4(2) 7(1) (8) 

4A (1) 8(1) (b) 

5 9(1) (2) and (3) 
5(1) 10 

5(2) 13 

5(3) 15A 

5(4) 1st Sch., S, 3(b) 


MINISTER’S DISCRETIONARY POWERS 
Generally speaking these sections may be categorized as follows: 
CATEGORIES OF DISCRETION 


1. Allowance of Reserves: 


5(1) (a) a. Depletion; 
6(1) (n) b. Depreciation; 
6(1) (d) c. Bad debts; 
6(2) (c) E.P.T. d. Inventory. 
2. Limitation of Expenses: 
6(2) 1. Expenses. 
6(3) 2. Salaries; 
90(4) (x) 3. In capital expenditure allowance; 
6(1) (b) 4. Interest. 
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Determination of the true nature of transactions where lessening 
of tax may be involved with reference to companies and in- 


dividuals: 
23 1. Inter-company purchases and sales; 
21(3) 2. Value of shareholders’ property trans- 
ferred to company; 
23 (b) 3. Unreasonable payment to non-resident 
companies; 
31(1) and 52(1) 4. Transactions between husband and 


wife and parent and child. 


Determination of the nature of Income: 


3(2) 1. Interest portion; 
3(4) 2. Tax free living allowance. 


Determining nature and effect of certain legal documents and re- 
ciprocal acts: 


7A(1) (d) 

4(1) (m) 

Approval of Pension Schemes: 

5(1) (m) 

Minor Administrative Discretions: 

40 1. Extending time for making return; 

42 2. Require production of letters and docu- 
ments involved in assessment; 

46 3. Require keeping of books; 

74(1) 4. Demand payment of taxes for a person 


suspected of leaving Canada. 


Regulations to carry Act into effect: 


75 (2) 

Waiving of Penalties: 

77(3) (b) 1. Failure to file return. 
Determination of Standard Profits: 

20) @) B27. a. Commencement of business; 
4(2) E.P.T. b. Nature of business. 

Adjust Standard Profits: 

4(1) (a) E.P.T. 1. Basis of partial fiscal period; 
4(1) (b) E.P.T. 2. Alteration of capital. 


References to Board of Referees in case of new or substantially 
different business. 

5(2) and (4) E.P.T. 

(The sections listed are from the Income War Tax Act unless 


they are marked E.P.T. which signifies Profits Tax Act.) 


APPENDIX “B” 
SUGGESTED LEGISLATION SETTING Up Boarp oF TAX APPEALS AND 
APPROPRIATE PROCEDURE FOR ASSESSMENT 
Constitution of Board of Tax Appeals 
1. There shall be a Board appointed by the Governor in Council 


to be called the Board of Tax Appeals of Canada consisting of seven 
members and such additional number as may be required from time 
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to time, the members of which shall jointly and severally have all 
the powers and authority of a commissioner appointed under part I 
of the Inquiries Act. 

(2) The Governor in Council shall appoint one of the members 
of such board as chairman and another as vice-chairman. The chair- 
man and the vice-chairman and one other member of the board, in- 
cluding the chairman and the vice-chairman shall be qualified legal 
practitioners of any province of Canada of at least ten years’ standing. 
In the absence of the chairman, the vice-chairman shall be vested 
with all the powers conferred upon the chairman. 

(3) Each member shall hold office for a term of not more than 
10 years but shall be eligible for reappointment. Any member may 
be removed for cause at any time by the Governor in Council. 

(4) The chairman, vice-chairman and other members of the board 
shall be paid such annual salaries as the Governor in Council may 
determine. 

(5) If any member by reason of illness or other incapacity is 
unable at any time to perform the duties of his position, the Governor 
in Council may make a temporary appointment of a qualified person 
to sit in his place and stead upon such terms and conditions and for 
such term and at such salary as the Governor in Council may prescribe. 

2. The board shall act as a Court of Appeal to hear and determine 
any appeal made by a taxpayer from an assessment under the Income 
War Tax Act or the Excess Profits Tax Act, 1940. 

(2) The board shall have power to determine all disputes between 
taxpayers and the Department of National Revenue with respect to 
taxes payable under the Income War Tax Act or under the Excess 
Profits Tax Act, 1940. 

(3) The board in determining any question before it shall have 
and may exercise all the powers and discretions vested in the Min- 
ister of National Revenue by the Income War Tax Act or by the 
Excess Profits Tax Act, 1940 and, notwithstanding any previous exer- 
cise or purported exercise thereof by the minister, shall exercise such 
powers and discretions in the manner in which in the opinion of the 
board the minister should have exercised the same in the first instance. 

(4) At all sittings of the board, three members shall constitute 
a quorum one of which shall be the chairman of the board or the 
deputy chairman and the decision of the majority shall prevail. 

(5) An appeal shall lie from any decision of the board of tax 
appeals to the Exchequer Court of Canada. 

PROCEDURE 

3. Within 2 years of the date of mailing of the taxpayer’s return, 
the minister shall examine the said return and shall forward to the 
taxpayer, by registered mail, a notice of intention to assess verifying 
or altering the amount of tax as estimated in the said return. 

4. Any person who objects to the amount as set out in the said 
notice of intention to assess may within 30 days of the date of mailing 
of the said notice lodge with the minister a notice of objection. 

(2) Such notice of objection shall be in writing and shall set out 
clearly the reasons for the objection and all facts relative thereto. 

(3) Such notice may be served on the minister by mailing the 
same by registered mail addressed to the Minister of National Revenue 
at Ottawa. 

5. Upon receipt of the said notice of objection the minister shall 
duly consider the same and shall within 60 days from the date of 
mailing thereof forward by registered post to the objecting taxpayer 
a formal notice of assessment either affirming or amending the notice 
of intention to assess. 
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6. If the objector, after receipt of the said notice of assessment, is 
dissatisfied therewith he may within 30 days from the date of mailing 
of the notice of assessment lodge with the Minister of National 
Revenue a notice of appeal to the board of tax appeals. Such notice 
shall be in writing and shall set out any additional facts, statutory 
provisions or other information relative to the appeal upon which the 
taxpayer wishes to rely and not set out in the notice of objection. 

7. Within 15 days from the date of mailing of the said notice of 
appeal, the minister shall either allow the appeal or transmit the same 
to the board of tax appeals and shall forthwith notify the taxpayer 
accordingly. 

(2) Upon the appeal being transmitted to the board of tax appeals 
the minister shall at the same time cause to be transmitted to the 
said board copies of the following documents: 

(a) The income tax return of the appellant, if any, for the period 

under review. 

(b) The notice of intention to assess. 

(c) The notice of assessment. 

(d) The notice of appeal. 

(e) All other documents and papers relative to the assessment 

under appeal. 

(3) Upon notification by the minister that the appeal has been 
transmitted to the board, the taxpayer shall forthwith give security 
for costs to the satisfaction of the board in a sum of not more than 
$10.00 where the amount in dispute is $200.00 or less and not more 
than $25.00 where the amount in dispute is in excess of $200.00. 

8. The matter shall thereupon be deemed to be an action before 
the said board provided however that if it be deemed advisable by 
the board or a member thereof that pleadings be filed an order so 
directed may be made by the board. 

9. Within 15 days from the receipt by the board of the aforemen- 
tioned documents the registrar of the said board shall notify the 
Minister of National Revenue and the appellant of a date for hearing. 

10. After the appeal has been set down for hearing any fact or 
statutory provision not set out in the notice of objection or in the 
notice of appeal may be pleaded or referred to only upon such terms 
and in such manner as the board or any member thereof may direct. 


11. The board of tax appeals shall duly consider the appeal and 
upon hearing the evidence adduced and upon such other enquiry as 
it deems advisable shall determine the matter affirming or amending 
the assessment and shall state its decision in writing together with 
reasons therefor. 

(2) Copies of the said decision and reasons shall be forwarded 
forthwith to the Minister of National Revenue and the taxpayer. 

(3) Subject to the provisions of Section 2(5) the decision of the 
board shall be final and conclusive in its determination of the issue 
before the board and binding on both parties. 

12. Either party may appear in person or by their agent. 

13. If the minister or the taxpayer is dissatisfied with the findings 
of the board he shail within 30 days from the receipt of the decision 
of the board file a notice of intention to appeal to the Exchequer 
Court of Canada with the registrar of the board of tax appeals and 
the said registrar shall thereupon deliver to the registrar of the 
Exchequer Court of Canada the record of the appeal then in the pos- 
session of the said board. 

14. The board of tax appeals may with the approval of the Gov- 
ernor in Council make all necessary rules and regulations respecting, 
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(a) the sittings of the board and divisions thereof throughout 
Canad 


(b) the practice and procedure in all matters of business to be 
dealt with before the board, 

(c) the apportionment of the work of the board among its mem- 
bers, the allocation of members to divisions and the assign- 
ment of divisions to sit at hearings, 

(d) the publication of the decisions of the board 

(e) generally, the carrying on of the work of the board, the man- 
agement of its internal affairs and the duties of its officers 
and employees, 

({) any other matter or thing deemed necessary in the perform- 
ance of the function of the board as a court of tax appeals. 

15. The Governor in Council may appoint such officers, clerks 
and other assistants as may be necessary for the proper carrying out 
of the duties of the said board. 

16. The remuneration of all officers, clerks and assistants, and all 
the expenses of the board incidental to the carrying out of the pro- 
visions of this act including all actual and reasonable travelling ex- 
penses of the members of the Board and the registrar and assistant 
registrars and of such members of the staff of the board as may be 
required by the Board to travel, necessarily incurred in attending to 
the duties of their office, shall be paid monthly out of moneys to be 
provided by parliament. 

17. No member of the board or registrar or clerk or assistant shall 
communicate or allow to be communicated to any person not lawfully 
entitled thereto any information obtained under the provisions of this 
act or allow any such persons to inspect or have access to any written 
statement furnished thereunder. 

18. No member of the board of tax appeals shall, either directly 
or indirectly, as director, manager, partner or employer of any cor- 
poration, company or firm, or in any other manner whatever for him- 
self or others, engage in any occupation or business other than his 
duties as a member of such board of tax appeals but every such 
member shall devote himself exclusively to such duties. 


Personals 


Hilborn, Williams & Company, chartered accountants, 
217 Bay Street, Toronto, announce that W. H. Caulfield, 
C.A., formerly of the Treasury Cost Inspection and Audit 
Division, Ottawa, has become associated with the firm. 

James H. McMahon, C.A., announces the opening of an 
office for the practice of his profession at 368 Youville 
Square, Montreal 1, P.Q. 

Maxwell Stern, C.A., announces the opening of an office 
for the practice of his profession at 200 Bay Street, room 
403, Toronto. 

Spencer H. Over, C.A., a member of the Institute of 
Chartered Accountants of Ontario, has been elected presi- 
dent of the British Empire Club of Providence, Rhode 
Island, for the thirty-second time. Mr. Over was instru- 
mental in founding the club in 1915 and it now has a 
membership of four hundred and sixty. 
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EXPENSES OF MEMBER OF LEGISLATURHD 


EXPENSES OF MEMBER OF LEGISLATURE 
James C. Mahaffy, Appellant 
and 
The Minister of National Revenue, Respondent 
The Supreme Court of Canada, Chief Justice Rinfret. June 3, 1946. 

The appellant, a resident of Calgary and a member of 
the Alberta legislature, which meets in Edmonton, and who 
included in his 1941 income return the sessional indemnity 
of $2,000, claimed as deductions from his income for that 
year certain expenses incurred in attending the session of 
the legislature. The amount claimed was $236.35, com- 
prised chiefly of room and meals while in Edmonton, and 
railway berths. These claims were disallowed by the de- 
partment. 

In the Exchequer Court of Canada, the claim of the 
appellant was dismissed. 

On appeal to the Supreme Court of Canada, the claim 
was again dismissed. The judgment points out that tax- 
able income is defined in section 3 (1) of the act and is 
said to include the “salaries, indemnities or other remuner- 
ation of . .. members of provincial legislative councils and 
assemblies”. The sole problem therefore was whether the 
expenses above mentioned were such as the appellant was 
entitled to deduct under the provisions of the act. The 
claim was based on section 5 (1) (f) which provides for 
“travelling expenses, including the entire amount expended 
for meals and lodging while away from home in the pursuit 
of a trade or business”. The judgment states that “the 
occupation of members of provincial legislative councils and 
assemblies is neither a trade nor a business . . . in our view, 
this is sufficient to eliminate subsection (f) of paragraph 
(1) of section 5 of the act as supporting the appellant’s 
contention.” Alternatively the appellant claimed the benefit 
of the provisions of section 6(1) (a). The judgment states: 
“It cannot be said here that the expenses of the appellant 
had been incurred in the process of earning the income and 
more particularly such expenses cannot be considered as 
having been incurred ‘wholly, exclusively and necessarily’ 
for that purpose. Moreover, section 6 of the Act, subsection 
(f) excludes ‘personal and living expenses’ from the deduc- 
tion which may be allowed ‘in computing the amount of 
the profits or gains to be assessed’. For these reasons, the 
appeal is dismissed with costs.” 


JuLy 1946. 43 











THE CANADIAN CHARTERED ACCOUNTANT 


Current Accounting Literature 


By Frank S. Capon, C.A. 
Montreal, P.Q. 
. Society of Incorporated Accountants and Auditors 
(London, Eng.) has reprinted in pamphlet form the 
speciment set of financial statements drawn up in accord- 
ance with the recommendations of the Cohen Committee. 
Of particular interest are the essential footnotes to the 
balance sheet and the form of the auditor’s certificate. The 
sections of the report dealing with the accounts are also 
reproduced. 
The Use and Classification of Costs 

Bulletin No. 7 on the Research Series has just been 
issued by the N.A.C.A. under the above title. The Asso- 
ciation’s Research Bulletins do not follow quite the same 
form as those of the American and British Institutes of 
Accountants, in that they generally cover a broader subject 
in considerably more detail. The present is no exception, 
and the subject is dealt with under the following main 
headings: 

Cost occurrences and cost characteristics 

Uses of cost data 

Cost classifications 

Development of costs for profit determination 

Budgetary planning 

Control of costs 

Pricing policy 

Current application of plans and policies 

The purpose of the bulletin is to outline the ways in 
which costs are used by management, to describe the type 
of cost systems most suitable for each use, and to indicate 
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CURRENT ACCOUNTING LITERATURE 


the problems involved in the development of these types of 


cost systems. 


Index to N.A.C.A. Bulletins 

For many years the semi-monthly bulletins issued by 
the National Association of Cost Accountants have been 
generally regarded as one of the finest sources of authori- 
tative articles on industrial accounting, financial, and audit- 
ing problems. The Association has now published a com- 
plete topical index to all its publications between April 1920 
and April 1946, and this index will be found invaluable by 
those professional or industrial accountants who have access 
to the N.A.C.A. Bulletins. 


Production and Cost Control 

The article on production and cost control by C. J. 
Peters in the 15th May N.A.C.A. Bulletin is of interest 
primarily to industrial accountants. It is in effect a case 
study in the methods of planning and controlling produc- 
tion costs of the Iron Fireman Manufacturing Company 
and the textual explanation of the procedures is amply sup-. 
ported by specimen production flow charts, requisition and 
other forms. 

Also in this bulletin is an article by C. W. Bendel on 
the subject of accruing for the cost of vacations with pay. 


Industrial Research and Accountants 
It has been said that accountants and research scien- 
tists will always be in conflict—that they just do not talk 
the same language. In his article on the duties of account- 
ants opposite industrial research, in the lst June N.A.C.A. 
Bulletin, N. A. Sheppard calls on accountants to get a bet- 
ter understanding on the functions, aims, and value of 
research scientists, and also acknowledges that a certain 
amount of difference of opinion between the two groups is 
not necessarily detrimental to progress. Above all, Mr. 
Shepard, who is a chemist himself, calls on accountants to 
spend more time in the research laboratories—the oft-heard 
appeal to accountants to get out into the field in order to 
obtain a better understanding of other people’s problems. 
How can we disagree? 
Simplification of Voucher Payable Systems 
Also in the 1st June N.A.C.A. Bulletin is an article 
by J. D. Anderson outlining a method of simplifying a 
voucher system in order to speed up the preparation of 
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financial statements following the closing of monthly ac- 
counts. 


Net Income for the Year 


The article under the above heading by George O. May 
and Henry T. Chamberlain, in the May issue of the Jour- 
nal of Accountancy is worthy of careful study by all pro- 
fessional and industrial accountants. The two authors, 
both of whom are recognized as outstanding leaders in the 
profession, have set forth many of the problems of ac- 
counting principle, terminology, and form of presentation 
in the use of the common expression “net income for the 
year”. Canadian companies are undoubtedly far behind 
their U.S. counterparts in disclosure of detail in the in- 
come statement, and while useless detail is to be avoided at 
all costs, it seems obvious that accountants should press for 
disclosure of sufficient information for owners and inves- 
tors to make an intelligent appraisal of results for the year 
or a period of years. Articles such as this, which sum- 
marize the problems involved in arriving at net income, 
bring out the essential parts for discussion, and it is to be 
hoped Canadian accountants will come forward with sound 
and progressive recommendations, after thorough examin- 
ation of these facts. 


Report Writing 


Over the years, reports have developed to a position of 
paramount importance in the duties of accountants, and 
the standards of report writing in the profession have ad- 
vanced tremendously. Nevertheless, in this as in all other 
phases of the accounting field, we are all students, and 
there are few who will not gain many valuable hints on 
report writing from J. M. Clapp’s article “Accountants 
and Utilitarian Writing” in the May issue of the Journal 
of Accountancy. The author discusses language difficulties, 
the attitude of the writer, structure, planning, paragraphs 
and ear sense, and gives many excellent examples of report 
writing with constructive criticism. The report is the 
medium by which we must explain the results of our work 
to the layman, and is therefore probably the one factor on 
which accountants are most likely to be judged, and in view 
of this it would appear that we devote all too little of our 
training time to utilitarian writing. 


46 


oie. 


aie 


Bante Leer 


“sh ie SC 


SB) Ra ARES aie 





RED NO UBF gy 





¢ 
bd 





it ee eT 


5 AN TEMA. SE NE Ri. TRIS ab hs 





CURRENT ACCOUNTING LITERATURE 


Recasting Wartime Financial Statements 

By stressing the tentative nature of wartime financial 
statements for the entire war period in an article entitled 
“Statements of Recast War Period Income and Related 
Problems” in the May Journal of Accountancy. Some of 
the specific problems dealt with are depreciation of emer- 
gency facilities, post-war value of these facilities, excessive 
costs of war-built assets, renegotiation, contract termina- 
tion, procurement claims and so forth. Some large com- 
panies have already published tentative sets of recast state- 
ments for the war years, and the subject is at least worthy 
of serious consideration. 


Internal Control and Internal Auditing 

The May issue of the Controller includes two excellent 
articles on internal auditing, one by Maurice E. Peloubet 
on the public accountant’s viewpoint, and the other by Vic- 
tor L. Brink on the company’s viewpoint. Fundamentally, 
there are no serious disagreements between the two sides, 
although the industrial accountant is more concerned with 
establishing checks on overall efficiency and all company 
policies while the auditor is interested primarily in the in- 
ternal control system of procedure and policy manuals, bud- 
gets, personnel departments and so forth are emphasized, 
bringing out clearly the extent to which the functions of 
the accountant have transcended the mere bookkeeping 


system. 


Organization and Management 

“Provide out of the people able men, and place such 
over them to be rulers . . . every great matter they shall 
bring into thee, but every small matter they shall judge.” 
This quotation from the Book of Exodus sums up admirably 
the essence of good organization—that all decisions should 
be made at the lowest practical level of management, as 
emphasized by L. L. Purkey in an article in the May issue 
of the Controller. The author also stresses the need for a 
clear definition of inter-departmental relationships, and 
proper co-ordination on a company-wide basis. Above all, 
authority and responsibility must be delegated if personnel 
are to be trained and developed—and this latter is the most 
important function of the administrator. 
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Trends in Profit Sharing Plans and Pension Trusts 

The above is the self-explanatory title of an article by 
T. H. Shreiner in the May Controller. While the author 
is concerned with trends in the U.S. and particularly hav- 
ing regard to U.S. tax laws, the points brought out will be 
of interest to all accountants concerned with the introduc- 
tion, development, or supervision of pension trusts and 
profit sharing plans. 


Presentation of Financial Data 

Under the title “Make the Figures Tell a Story”, T. A. 
Livingston, editor of the influential Philadelphia Record, 
has contributed an outstanding article on presentation of 
financial figures in the May issue of the Controller. To 
quote Mr. Livingston: “You cannot allow a figure to lie; 
you must make it get up and talk. And if it is handled 
properly, it will talk! It is not sufficient to show that sales 
or profits are up or down, or by how much they are up or 
down—we must also show by comparison with figures per 
other industries or other companies in the same industries, 
and by similar comparison, whether increases are as great 
as they should be or whether reductions are less than might 
be expected. In these times when all sales are rising with 
sustained increases in national income, and when costs are 
rising proportionately, it becomes increasingly important 
to explain and measure trends, and to present figures in 
such a manner that executives who read on the run can- 
not fail to realize their significance.” 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Before the war a constant feature of this department 
was reports of the activities of the various students’ socie- 
ties. The war greatly reduced these activities but now, as 
further evidence that the war is over, there is included in 
this issue a report of the re-constitution of one of the pro- 
vincial students’ societies. We wish this society the very 
best of luck and hope that little time will pass before we 
can extend similar greetings to all the others from whom 
we used to hear regularly in days gone by. 

* * * 

The candidate was asked in a recent accounting exam- 
ination paper to distinguish between depreciation and ob- 
solescence. We think we know the answer which the ex- 
aminer wanted—that depreciation relates to the expiration 
of an asset through wear and tear and obsolescence to 
expiration through the operation of economic forces—but 
we should have given this answer reluctantly and with an 
uneasy conscience. That answer is no doubt the correct one 
from the viewpoint of most economists, but the question 
was addressed to accountants on an accountancy examina- 
tion and we think that this is one of the many respects in 
which the terminology and concepts of accountancy differ 
from those of economics. In our view obsolescence is merely 
one of the several factors responsible for depreciation and 
is not something which has to be contrasted with deprecia- 
tion; the accountant’s periodic charge for depreciation is 
that (usually equal) annual sum which has to be written 
off in order that a fixed asset may be reduced to scrap value 
by the end of its useful life. The useful life of a fixed 
asset comes to an end when the asset can no longer be em- 
ployed profitably in producing the service which it was 
installed to produce, a situation which may develop long 
before the asset is physically exhausted. The theory of 
depreciation accounting is based on the assumption that an 
industrialist, when he decides to instal a certain fixed asset 
at a certain price, has made a calculation of its useful life 
and imparts that estimate of life to the accountant who uses 
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it in his income calculations unless and until he is con- 
fronted with objective evidence that the estimate was 
faulty. In connection with this assumption it is against 
reason to suppose that an industrialist would concentrate 
on physical wear and tear to the exclusion of economic fac- 
tors and it would therefore seem that the accountant’s 
figure of periodic depreciation takes care of the obsolesc- 
ence factor if that factor is thought by the industrialist to 
be operative. 

It is perfectly true that the risk of obsolescence cannot 
be measured but only guessed at. The guess is one, how- 
ever, which has to be made and is in fact made every time 
a decision is reached to instal a fixed asset. If accountants 
are to create reserves additional to depreciation reserves 
they should be described not as reserves for obsolescence 
but as reserves against the possibility of error in the weigh- 
ing of obsolescence as a factor in depreciation. 


PUZZLE 

The train journey from A to B takes four and a half 
hours. How many trains going from B to A would a pas- 
senger from A to B meet and pass on his way, assuming 
that the trains start from each end every hour? 

SOLUTION TO LAST MONTH’S PUZZLE 

Suppose the coins to be arranged originally in circular 
order, with two contiguous blank spaces, then it is only 
necessary to move to the blank space for the time being 
that pair of coins which occupies the places next but one 
and next but two to the blank space on one assigned side 
of it. 


Students’ Association News 


Ontario 

On May 28th at a general meeting of all students pro- 
ceeding to the degree of Chartered Accountant, the Stud- 
ents’ Association which had become inactive during the war 
years was re-constituted. The newly adopted constitution, 
which has been ratified by the Council of the Institute of 
Chartered Accountants, provides a broader basis of mem- 
bership by inclusion of chartered accountants as provided 


in Article 3. 
At the meeting on May 28th Mr. A. G. Rankin acted as 
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interim-chairman and Mr. M. Campbell as secretary. In 
his opening remarks the chairman stated that the purpose 
of the meeting was to reconstitute the Chartered Account- 
ants Students’ Association which had become inactive dur- 
ing the war years. That a healthy and vigorous student 
body was essential to the well being of the profession was 
recognized by student and chartered accountant alike and 
each had much to gain from a strong student association. 
In the autumn of 1945 at the request of the Council of the 
Institute, each practising firm had been asked to appoint 
a student convener. Three meetings of the conveners had 
been held and a new constitution drafted. This constitution 
had been ratified by the Council of the Institute, and this 
meeting was for the purpose of considering it. 

Mr. K. Ball, C.A., gave a brief resumé of the history of 
the Association, with special reference to the activities 
which it sponsored. } 

Mr. J. A. A’Court, C.A., member of the special committee 
on the constitution, spoke in some detail on the proposed 
constitution. He emphasized that at best it was only in- 
tended as a sound framework, with a bare minimum of de- 
tail, the balance of its terms to be completed by by-law. 
After considerable discussion the draft constitution was 
adopted with one minor amendment. 

Mr. C. A. Patterson, F.C.A., president of the Institute, 
was introduced by the chairman. He commended those in 
attendance for the business-like way in which the meeting 
was being conducted and expressed his willingness to pres- 
ent any requests from the student body to the Council of 
the Institute. 

The business part of the meeting was then adjourned 
and a short programme of entertainment followed with 
selections from the Four M’s Harmonica Team and Miss 
Dorothie Taugh, a singer who had been overseas for several 
months with the army show. The light buffet lunch which 
followed gave opportunity for the students to become better 
acquainted, and the meeting was considered a great success. 


Quebec 
The Chartered Accountants Students’ Society of the 
Province of Quebec has just completed a most successful 
year of activities. The Executive Committee, headed by 
A. W. Hamilton, C.A., as president, planned and carried 
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out a programme of diversified interest to students and 


chartered accountants alike, with excellent attendance at 
all functions. A distinguished group of guest speakers ad- 
dressed the Society at four dinner meetings on a variety of 
subjects of interest; several of the taxation officials and 
practising chartered accountants devoted much of their 
valuable time to special tuition for those students preparing 
for Dominion final and intermediate examinations, as well 
as for students and chartered accountants returned from 
the armed forces. The benefits derived from this programme 
by the members of the Students’ Society compels the new 
executive to strive to continue this fine work for the coming 
year. The officers and committee for the 1946-47 year are: 

Honorary presidents: P. F. Seymour, C.A., F. E. H. 
Gates, C.A., A. W. Hamilton, C.A. 

Executive officers: President, A. H. Wait, C.A.; vice- 
presidents, J. Ste. Marie, C.A., and E. Grearson, C.A.; treas- 
urer, R. Pouliot, C.A.; secretary, A. M. Macaskill. 

Executive committee: R. C. Berry, C.A., R. Carle, C.A., 
J. H. Fayet, Miss T. Goodwin, G. F. Lafferty, C.A., E. Le- 
mieux, C.A., J. F. Marshall, G. McLaughlin, P. Verner, C.A., 
C. Vineberg, C.A. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1945. 
Accounting I, Question 3 (10 marks). 

H. King owns a small general store in the country and keeps his 
books by single entry. He asks you to ascertain his net profit or 
loss for the year ended 31st July 1945. 

He gives you the following figures regarding his affairs: 

3lst July 31st July 


1944 1945 
FUROR Sece cs | | whee re uines weamniet $ 58 $ 32 
POE RORENININD iii 5s a:hic sis ase n oe sees *,.. 2,100 - 1,825 
Inventory of merchandise ................... 925 1,080 
SEEN os oS cc cach wad debe bewas ewwisewiwne 273 570 
MITURCNETS AR ARIUS x ew isin siaivicc wesw nce ees 312 365 
ea NNR EIS MUNINNENNED 9 dog: 5, x eins So 0 wile oa weiss sate 705 635 
BEMED Gaia < csocsaduuls enh sdeekeaGaewacs 715 715 
NN aes a6 Acie of SASS ASE e URSA SRS 48 154 
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He also gives you the following information: 

He had a holiday with his wife which cost $150, the money com- 
ing from the business. 

He drew $35 per week for living expenses. 

He estimates that merchandise to a value of $200 had been taken 
and used for private purposes. 

He agrees that depreciation should be charged at the rate of 10% 
per annum on the value of furniture and fixtures and 20% on the 
automobile, at 3lst July 1944. 

In future he intends to have his books kept on the double entry 
system. 

Required: 

(a) Compute the profit or loss of H. King’s business for the year 
ending 31st July 1945. 

(b) Show the entries that he must make at the commencement 
of the new period in order to keep his books by double entry. 


A SOLUTION 
Calculation of Net Profit for Year Ending 31 July 1945 
(a) Net worth 3ist July 1944 


























EY I ic bg Gwirsealsnewwe seid as $ 58 
RII 5 aia 9 6 6 025 575-61 ore Niele 86a 273 
Accounts receivable ................ 2,100 
RE SRG kash suskeaciees vas 925 
Ea riage ic Sa Ce ih wie a wis RierKie 48 
SINE) 55:6 <o5:4 4 id od OG eisie Sidra eisies 715 
Furniture and fixtures ............. 312 
$4,431 
Less: Accounts payable ............. 705 $3,726 
Net worth 31st July 1945 
SRE I No ois 6 rises Seweweasae 32 
re ee eee 570 
Accounts receivable ................ 1,825 
RII poate aca a SA esoeen sete 1,080 
SE ge iis ayer Geo Se 35-54 Ka REE RS 154 
POND Svea Nae bois oe oxre0% $715 
Less: Depreciation ......... 143 572 
Furniture and Fixtures ...... 365 
Less: Depreciation ........... 31 334 
$4,567 
Less: Accounts payable ............ 635 $3,932 
Oe ae 206 
NF a Swit 150 
Merchandise used for private purposes .... 200 
Drawings at $35.00 per week .............. 1,820 
INGt-DPOMt TOP THO FOAL osc icciscesccves $2,376 
(b) Journal Entries at Commencement of New Period 
STONE bo rvs 6s os a hed aea esi eee $ 32 
RNR UE occ ioc alive: id esa Ska WW oleia'ajeeieiamie ® 570 
POCOUMLE TOOCIVADIS. 6.6 o.6siccsccccsc cee scvsss 1,826 
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PEE KG be Sones ity a ao ecubanwa eee weet 1,080 
ee ae Sociable Rak asec amuse sew ulewle 154 
IIIS So Sh er ok ir atm a wk 715 
oe 365 
PMEINIDR Ste eee sche se Als ee haa sininie $4,741 
CEE os Ns Seatac Skane pg wanien Saye aneae aw ees 809 
To Reserve for depreciation—Automobile .. 143 
Reserve for depreciation—Furniture and 
fixtures 31 
DOO Ie His hte cies oases eas 635 
PROBLEM II 


INTERMEDIATE EXAMINATION, DECEMBER 1945 
Accounting I, Question 5 (25 marks) 
Which of the following corporations would, on the basis of data 


supplied, appear to be the stronger financially? Show how and why, 
and illustrate your answer by appropriate ratios and schedules. 





Assets 

River Western 
Flour Co. Flour Co. 
I ie Oi re ar a Rr Sans Gi wares waren $ 37,100 $ 17,600 
Real estate and buildings .................... 118,300 113,000 
aN UNNI 0205 66 a5 ye. 6 Scolds: w0s:n0-0:s 6 mse wane 8,275 8,300 
POOR WIL CHEMO MIRPES, SIC. 2.2... ccc cece 475,000 480,000 
ED esc oe coueen bes eww 1,000 1,500 
PANIES “IND one Seeks sas wisielsctscie eu en 114,600 93,500 
Prepaid insurance and taxes ............... ae 675 1,480 
Inventories—merchandise ..................... 160,400 171,300 

X Co. common (market value $1,300) ........ 1,250 
Machinery, fixtures, tools, etc. .............. oe 221,300 227,800 
Inventories—supplies ...............-..-e cece 6,200 7,400 
Y Co. common (market value $800) .......... 3,200 
$1,144,100 $1,125,080 

Liabilities 

MINI 58,555. wine wine Siew said vias babies wie $ 53,600 $ 110,300 
SPIN INE ccna 2 sd ocsenin ene s ioe Gs cu UNA ae ew wae 985,000 
EIR PA acta te aie Sa eau eae -cleetts ek pies ome 18,700 5,150 
MISS ick. oS pana toe eee ene eaGa ae 4,800 3,780 

SR IIIS ico Sow aware eee EG eeu ewes 485,000 

NIE 5 ou y's Toiain aia Wb aie wa ale ates 481,000 
PRE OEE 65. cicwikic een oedled eG baiewe aisle 101,000 20,850 
$1,144,100 $1,125,080 
es SOE SO EE 5 isis wis cSicke scones Sauseeg sean $1,230,000 $ 650,000 

A SOLUTION 
COMPARATIVE BALANCE SHEETS 
Assets 
Current Assets 
River Western 
Item Flour Co. Flour Co. 
MN a ee at a aw wank ote p Oke ee RRR Ow $ 37,100 $ 17,600 
ee | 1,000 1,500 
BOONE TOOCIVRUMS . oni. osc ees see 114,600 93,500 
Oe ena er 8,275 8,300 
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Investments in common stocks—at market 


WEN ViewietecGeneiees dau se'sedeea cee em 1,300 800 
162,275 121,700 

Inventories—merchandise ................ 160,400 171,300 
UI. Se. Cee weaew bs 5s S518 a pecs 6,200 7,400 


$ 328,875 $ 300,400 
Fized Assets 


Real estate and buildings ................ 118,300 113,000 
Machinery, fixtures, tools, etc. ............ 221,300 227,800 


$ 339,600 $ 340,800 


Intangible Assets 


Goodwill, trade marks, etc. ...... siege 475,000 480,000 
Prepaid CXPOMSES 2... cccccccscsccces 675 1,480 


$1,144,150 $1,122,680 








Liabilities and Net Worth 
Current Liabilities 





IECOUENS DOFERIS oscckciicccsciicssceseess $ 53,600 $ 110,300 
Net Worth 
MUO PONOE VO ios Sat Ak weds kies ca eeeaseas 4,800 3,780 
Reserve for investments .................. 50 2,400 
PINE 6.2 eos ces Soiediw ase wvaes 481,000 
ON EMMI 2 sooo cs i554 nese Seid ioi'wie atwfaeiaaate 985,000 
COMMON BLOCK «2.2.00... cc eeceecencceece 485,000 
I os eh icies Keng dad ow seed saree SEIN 18,700 5,150 
PN RE aris esta ch ban sdoid vein See 101,000 20,850 


1,090,550 1,012,380 
$1,144,150 $1,122,680 
(1) Working Capital 


The River Flour Co. had a larger working capital than the Western 
Flour Co., and, of greater importance, the ratio was higher. 


River Western 
Item Flour Co. Flour Co. 
PE CUNECOG CN oo 5 ik sees ierdicpainn ts ee saree’ $ 328,875 $ 300,400 
POtRl CUPTEMt TRDIITICS. 22.6 icc csscices cos ceees 53,600 110,300 
boy eT ae ean ae $ 275,275 $ 190,100 
WOPEINE CADITAl TALIO 6 .6665cb cases cc ee 6 tol 27 tol 
(2) Elements of Working Capital 
RD) a4 Se Aes es eS rks ee es awewn $ 37,100) 11% $17,600) 6% 
Government bonds ........... was 1,000) 1,500) 
Accounts receivable ............... 114,600 35 93,500 31 
BUNS FOCCIVADIC ....0.000.085.. feels 8,275 3 8,300 3 
Investment in common stocks at 
PEEL WOGEO clos Uakokewwesnws 1,300 800 
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Total Cash, Receivables and 


PREIINOS ov dicausScisceeas 162,275 49 121,700 40 
PRE. 4 cw ad coscdnasee 166,600 51 178,700 60 
Total current assets ........ $328,875 100% $300,400 100% 


The River Flour Co. could pay its current liabilities with its cash 
and 13% of its accounts receivable. The Western Flour Co. would 
have to use all of its cash and collect almost all of its accounts re- 
ceivable in order to discharge its current liabilities. 

(3) Collectibility of Accounts Receivable 


The accounts and bills receivable of the River Flour Co. at the 
end of the year represent 36 days’ sales showing a rapid rate of 
collection; the same accounts of the Western Flour Co. represent 57 
days’ sales indicating a much slower rate of collection and the pos- 
sibility that more old accounts are being carried than by the River 
Flour Co. 

(4) Turnover 


The River Flour Co. has turned over its inventories a great deal 
more quickly than the Western Flour Co., sales being almost eight 
times inventories held at the end of the year against four times for 
the Western Flour Co. 


(5) Rate of Profit on Sales 





River Western 
Item Flour Co. Flour Co. 
BM eC osL Pith Ganineathobenskhackuceeuwe $1,230,000 $ 650,000 
PE} Maver Oli win man he Wenn sue ckk sa keak 101,000 20,850 
PID OE TONE GR IGRIOS: «oo ccc ic sncse 8.2% 3.2% 
(5) Rate of Profit on Net Worth 
A EE Soca. sams snennasSeea bees ieee $1,090,550 $1,012,380 
RE Desa d Sse NK SGSSSASERS to awe seen den 101,000 20,850 
Rate of profit on net worth ........... 9.2% 2.1% 


(6) Miscellaneous 

The fixed assets of the two companies are about equal. This is 
not significant in itself, but taken in connection with the difference 
in profits it is significant. The Western Flour Co. is not doing as well 
as the River Flour Co. in making its factory investment productive. 

There is no important conclusion to be drawn from the difference 
in prepaid expenses. 

Generally, from the above summary, it would appear that the 
River Flour Co. is stronger financially than the Western Flour Co. 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1945 
Accounting I, Question 4 (20 marks) 

As of ist January 1940 the assets of the Inter-City Tramway Com- 
pany were purchased by the City of Glendale. The tramway company 
was formerly a public company providing electric surface car trans- 
portation in Glendale and in the adjacent Town of Fairview. A part 
of the outstanding capital of the company was owned by the Town of 
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Fairview and the sale agreement provided that the tramway would 
be operated by the City of Glendale but that equal service facilities 
be provided for the residents of Fairview at the same scale of fares 
as adopted in Glendale, and further that 10% of any annual profit 
earned on operation of the tramway be transferred to the Town of 
Fairview. Annual losses, if any, are to be borne entirely by the City 
of Glendale, provided that if losses are incurred for more than four 
consecutive years the rate structure would be revised. 

In September 1944 the council of the Town of Fairview asks you 
to investigate the profits and losses reported by the City of Glendale 
for the first four years of operation under the new arrangement, and 
hands you the following figures which were supplied to it: 

Year ended 3lst December 
1940 1941 1942 1943 
(000 omitted) 


















































Gross tramway revenue ......... $2,500 $2,630 $2,540 $2,700 
Operating expenses ............. 1,900 1,966 1,926 2,018 
Net operating income ........... $ 600 $ 664 $ 614 $ 682 
Deduct: 
Debenture principal & interest 
re $ 400 $ 392 $ 384 $ 376 
Provision for depreciation ... 250 252 255 256 
$ 650 $ 644 $ 639 $ 632 
Net profit or loss (—) for year .. $—50 $ 20 $ —25 $ 50 
Amount payable to Town of 
Fairview under contract .... Nil $ 2 Nil $ 5 




















Your investigation reveals the following information: 

1. The above figures are accurate except that: 

(a) At the end of 1941 an error of $30,000 was made in summariz- 
ing the inventory of supplies and materials carried forward, 
and this overstatement reduced the operating cost for the 
year, and 

(b) In 1942 the City of Glendale charged in error an item of 
$10,000 against the tramway operations which should have 
been charged against the waterworks department. 

2. Depreciation was provided at an overall rate of 5% and it is 
estimated that the equipment has a useful life of approximately twen- 
ty years. 

8. The purchase of the equipment was financed by $5,000,000 of 
4% debentures, maturing in equal instalments over a twenty-five year 
period. 

Required: 

1. Prepare a statement showing the share of profit which you 
think sheuld be payable to the Town of Fairview in each of the four 
years. 

2. Discuss briefly the principle of including both debt retirement 
and provision for depreciation in determining the net profit or loss. 
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A SOLUTION 
Part 1 Year ended 3lst December 
1940 1941 1942 1943 
Item (7000 omitted) 
Gross tramway revenue ......... $2,500 $2,630 $2,540 $2,700 
Operating expenses ............. 1,900 1,996 1,886 2,018 
Net operating income ..... pow iw $ 600 $ 634 $ 654 $ 682 
Deduct: 
Interest on debentures ...... $ 200 $ 192 $ 184 $ 176 
Provision for depreciation ... 250 252 255 256 
$ 450 $ 444 $ 439 $ 432 
Ret TOR Ter FORE vc isis sccwssce $ 150 $ 190 $ 215 $ 250 
Amount payable to Town of 
WIEOEON Sossdwensewewsssees $ 15 $ 19 $ 21.5 $25 
Part 2 


In arriving at net profit or loss it is not ordinarily considered 
proper to charge both a provision for debt retirement and a provision 
for depreciation. To do so would mean that the present consumers 
would be paying for the cost of the assets acquired, and in addition 
would be providing funds to replace those assets when they become 
worn out. It is considered advisable to charge an annual provision 
for depreciation based on the expected useful life of the assets con- 
cerned. In certain cases, however, it may be that the term of the 
debentures issued to finance the purchase of the assets is shorter than 
the expected life of the assets. In this event it is necessary to make 
an additional charge either as depreciation or as a special charge 
against operations in order that the funds may be recovered from 
operations to retire the debentures as they fall due. Some munici- 
palities, for the sake of simplicity, merely charge as a provision for 
depreciation the actual amount required to retire the debentures each 
year. In the problem above this is not necessary because the ex- 
pected life of the assets is actually shorter than the debenture term. 

Although the principles outlined above generally hold true, it is 
not inconceivable that there might be cases where the municipality 
might wish to acquire a debt free undertaking and at the same time 
provide from operations the funds necessary to replace the assets at 
the end of their useful life without resorting to further borrowing. 
This would be an exceptional case, and in the above problem would not 
be proper unless there was an agreement to that effect between the 
municipalities which would provide also that the Town of Fairview 
acquire an equity in the assets purchased. 
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